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McBEE GENERAL RECORDS POSTER 


Low-Cost way 
to modern 
accounting 
methods 


So versatile, it’s the only unit you need to 
handle payables, receivables, payroll — and 
other accounting jobs. 

Here, in just a single compact tool, you'll 

find everything you require to simplify 

and mechanize — your accounting. Flexibly, 
economically, without specialized personnel. 
‘The new McBee General Records Poster 
eliminates repetitive writing — can slash your 
paper-handling costs by 609%. With greatest 
speed and accuracy. In small and medium-sized 
firms ... in larger, decentralized companies too. 
This is just one of a whole family of highly 
flexible machines and methods designed by 
McBee. You see, McBee is engaged in a program 
of product development designed to cut office 
automation down to size — with systems that 
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sizes. Suitable for your business as it stands . . . 
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MONROE 


If your business posts 200 statements a month, you do. And now Monroe offers you an accounting 
machine—the President—priced especially for the small businessman. Accounts receivable, 
accounts payable, payroll—three of the biggest accounting jobs and this one machine handles 
them all. A simple twist of the control knob changes from one operation to another... you 
can be sure of error-free posting and neat printed statements ...and the President’s speed 
saves you time—and money. Yet the cost for such big business performance is hundreds of 
dollars less than other accounting machines in its class. The President actually establishes 
a new ratio between what you pay and what you get. 


It’s not always easy to find the day when a small busi- eS 

ness really comes of age, but one measurement is its e 
accounting methods. The day you buy a Monroe ac- PP J 
counting machine is the day you buy prestige account- M ON R O E 
ing—the day you know you're running your business / 


efficiently... economically . .. like a big business. a 


Call your Man from Monroe today to see the Presideat R 9 
in operation. Models start at $750. ant ere 


ADDING + ACCOUNTING 
DATA PROCESSING MACHINES 


Monroe Calculating Machine Company of Canada, Ltd., Toronto * Offices throughout Conada * A DIVISION OF LITTON INDUSTRIE 
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PIETER BAKKER (page 401) 

What actually is the basic eco- 
nomic motive behind the existence 
of business? It is profit, or more 
precisely, the greatest return on the 
capital invested, says Pieter Bakker 
in his article “Long and Short-Range 
Planning”. He shows how the future 
must always be considered and points 
out that planning for it is certainly 
one of management’s most creative 
tasks. The fact that some companies 
experience a high rate of growth 
while others are distinguishable by a 
lower growth rate can be related to 
every basic management decision. 
Nothing drains the enthusiasm and 
energy of a responsible and capable 
staff more than ill-defined policy and 
indecisive management. The author 
believes that successful planning must 
be coordinated so as to avoid over- 
lapping and delays in related and con- 
secutive operations. He stresses that 
good short and long-term planning 
must take into consideration the ef- 
fects of the business cycle on the 
company’s planned activities. 

Mr. Bakker is treasurer of Philips 
Electronics Industries Limited, To- 
ronto. From 1929 to 1952 he was 
associated with Philips’ Gloeilampen- 
fabrieken in Eindhoven, Holland, 
where he was, for some years, chief 
accountant and, subsequently, secre- 
tary to the company’s Central Budget 
Committee. 


R. D. RICHARDSON (page 408) 
Interest in integrated data process- 
ing is growing. Business is devoting 





considerably more attention to admin- 
istrative affairs and seeking ways of 
handling information with greater 
speed and accuracy by integrated 
means, i.e. by methods that unify the 
whole operation. This need is inten- 
sified, writes Reginald D. Richardson 
in “Organization of an Integrated 
Procedures Plan”, “by the increasing 
complexity of social affairs and by the 
fact that the issue has been joined 
between the major powers of the 
world as to the relative efficiency of 
two divergent ways of life, now for 
the first time on economic grounds 
as well as ideological”. Because such 
thinking stimulates a fresh outlook on 
the future of business, it is all to the 
good and, in the interests of overall 
integration, the author examines what 
he considers to be the most important 
steps towards such a unified program 
and the main operations that can be 
linked to achieve it. 


Mr. Richardson joined Canadian 
General Electric Company Limited in 
1940 and five years ago was appointed 
manager-finance of the company’s 
apparatus operations with headquart- 
ers in Peterborough, Ontario. Prior to 
this, he held the senior financial post 
for all appliance operations. During 
the company’s recent decentralization 
program, he was a member of various 
groups with the responsibility of 
planning the reorganization. He has 
contributed articles to management 
and business journals and gained re- 
cognition as a speaker in both Canada 
and the United States on the subject 
of budgetary control. 


J. P. KINGHORN, C.A. (page 415) 

The definition of “doing business” 
in the Province of Quebec, as it 
applies to the Quebec Corporation 
Tax Act, is a subject of extreme in- 


terest and importance to Canadian 
Continued on page 386 
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~ End 10-minute waits 
for ‘I- minute’ copies... 


Now you can buy Verifax Copiers 
by the cartload — put one in every 
department. 
As Systems men see it, this is one of the 
smartest moves you can make. It ends 
“ten minute” trips to a distant copier . . . 
saves up to 24¢ every time copies are 
made. Costs are way down. 

Small investment — big return! You 
can buy a new Bantam Copier for just 
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Street 
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Toronto 9, Ontario 
Send folder describing Bantam Copier. Also names of nearby dealers. 


$110. What’s all important, too, your 
Bantam copies everything, including color, 
accurately and completely. 

Call in your local Verifax Dealer for 
free demonstration, or mail coupon below. 


Price is subject to change without notice 
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SUPERMATIC CALCULATORS 






@ MEMORY REGISTERS—hold grand 
totals while machine works sec- 
ondary calculations. 







DIRECT TRANSFERS — between 
registers and keyboard eliminate 
transcribing errors. 







SHORT CUT MULTIPLICATION— 
with single button squaring. 






14 MODELS—ail with interchange- 


able features. 










Send for details now 


" Lliehl_ 
Calculating Machines of Canada Ltd. 


TORONTO: 108 Wellington St. W. 
Tel. EMpire 6-651 1 


MONTREAL: 4444 St. Catherine St. W. 
Tel. WEllington 7-9358 


* and at 
Halifax, Quebec City, Ottawa, Fort William, 
Winnipeg, Regina, Saskatoon, Edmonton, Calgary, 
Vancouver. 
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corporations in other provinces. Dif- 
ficulties in interpretation often arise 
and, as a result, may have a direct 
bearing on whether or not companies 
are taxable in the province of Quebec. 
According to John P. Kinghorn, “Un- 
til there is one definition of income 
earned in the province that is accept- 
able to all taxing authorities, the prob- 
lems of income subject to tax will 
remain.” In “Corporate Taxation in 
Quebec”, Mr. Kinghorn presents a 
study of the Act and some of its 
more controversial issues and com- 
pares it with the federal Income Tax 
Act and the Ontario Corporations Tax 
Act which was revised when the prov- 
ince returned to the field of direct 
taxation of corporations and com- 
panies in 1957. 

Mr. Kinghorn is a partner in the 
Montreal office of Riddell, Stead, 
Graham & Hutchison with whom he 
has been associated for the past 30 
years. He is presently a member of 
the Taxation Committee of the Can- 
adian Institute of Chartered Account- 
ants. He was admitted to the Insti- 
tute of Chartered Accountants of 
Scotland in 1928 and to the Institute 
of Chartered Accountants of Quebec 
in 1934. 


F. A. STANLEY, C.A. (page 421) 

In “The Accountant's Part in 
Labour - Management Relations”, 
Frank A. Stanley points up the vari- 
ous services which the accountant 
can perform when a unionized in- 
dustry is called upon to negotiate a 
labour contract. Facts and objectivity 
are the great need in labour negotia- 
tions, and it is in the field of statistics, 
wage comparisons and the costs of 
benefits under consideration that the 


accountant can help to a considerable 
Continued on page 388 
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See the man from Investors today. 
He will tell you how there’s More 
Money For You through Investors 


That’s what your 
Investors Man 
offers you in these 
5 financial services 


Do you want an extra $10,000 ? Then just put aside $10 a 
week in an Investors Syndicate Plan. In 15 years’ time — through the 
powers of wise investment and compound interest — you will receive 
$10,000 guaranteed! The man from Investors has a plan to suit your 
exact needs. 


More Money trom your Investments: Through a single invest- 
ment in Investors Mutual you become part-owner of more than 100 
“blue-chip” securities, and share in the growth and prosperity of 
Canada. 


Long-Term Capital Gains: Get information on the new Inves- 
tors Growth Fund. Its assets are invested in a wide range of Can- 
adian stocks selected for long-term growth potential. 


Save Tax Dollars on your Retirement: You may now obtain 
a Registered Retirement Savings Plan on a tax-deductible basis. 
Investors Syndicate offers you the choice of three plans: (1) fixed- 
interest Certificates — (2) Investors Mutual or Investors Growth 
equities — (3) a combination of these. 


Low-cost Group Pension Plan: Investors Syndicate and In- 
vestors Trust Company have complete facilities for installing and 
managing Trusteed Group Pension Plans—tailored to the exact needs 
of any company. 





investors 
syndicate 


: > or CANADA, Limitreod 
financial services. HEAD OFFICE: WINNIPEG + OFFICES IN PRINCIPAL CITIES 
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COMPLETE CREDIT 


PROTECTION COSTS 
NO MORE 


Canadian Factors offers more than 
just a financing service .. . it 
offers complete protection against 
credit losses, bad debts, slow pay- 
ments. 




















Under our NON-RECOURSE 
FACTORING plan your client sells 
his receivables outright — receives 
cash as soon as his merchandise is 
shipped—is paid whether we collect 
or not. The client is not obligated 
to repay. 












Only NON-RECOURSE 
FACTORING offers this 100% 
guarantee of payment. And this 
complete profit protection costs no 
more than ordinary financing. It is 
one of the many extra benefits you 
get with the Canadian Factors 
plan. 











If one of your clients is discuss- 
ing factoring, be sure to have 
him check the advantages of 
NON-RECOURSE FACTORING. 
For your own information, write 
for our free booklet: “Credit Pro- 
tection and Receivables Financing.” 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 
423 Mayor Street, Montreal 


Victor 9-8681 
Established in 1931 
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extent in making labour negotiations 
speedier, fairer and less destructive. 
Mr. Stanley is comptroller of De 
Havilland Aircraft of Canada Limited 
and has been a member of the Insti- 
tute of Chartered Accountants of On- 
tario since 1935. He is also a mem- 
ber of the Controllers Institute of 
America. He was formerly secretary- 
treasurer of Trinidad Leaseholds 
(Canada) Limited, and has taken an 
active “behind the scenes” interest in 
labour-management relations. 


J. R. E. PARKER, C.A. (page 427) 

In the past The Canadian Char- 
tered Accountant has published many 
articles on depreciation and, as John 
R. E. Parker points out in his article 
“Depreciation: Current Theory and 
Practice”, it remains one of the most 
controversial topics in accounting 
theory. While the author has been 
careful to avoid showing any prefer- 
ence as regards one concept of de- 
preciation over another, his study, 
nevertheless, is an attempt to place 
the subject in perspective so that ac- 
countants and business executives can 
more readily form their own con- 
clusions. The range of theories and 
concepts remains wide, and differ- 
ent situations require different ap- 
proaches. 


Mr. Parker is Assistant Professor. 
Faculty of the College of Commerce 
at the University of Saskatchewan. 
After receiving his B.Com. degree 
from Dalhousie University in 1952, 
he articled with the Halifax firm of 
Nightingale, Hayman & Company and 
in 1954 was admitted to membership 
in the Institute of Chartered Account- 
ants of Nova Scotia. He is presently 
working for his Masters Degree in 
Business Administration at the Uni- 
versity of Washington. 


Continued on page 390 
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If you're looking for an 
economical way to hasten 

the flow of letters, invoices 
sales and purchase orders, 
financial reports, bulletins, 
monthly statements, stencils, 
price lists, contracts and 
proposals, specification 
sheets, practically any form 
of business data, the 
FLEXOWRITER 

is your answer. This 

the FLEXOWRITER 

does with time-saving 
accuracy, cost-cutting speed. 
Get one of our representatives 
to give you an eye-opening 
demonstration of this 

modern, efficient automatic 
business assistant without 
further delay. 


hee 
REN. 





Iriden rLEXOWRITER 


AUTOMATIC TAPE WRITING MACHINE 


Canadian Distributors : 


PH McDOWELL SALES LTD. 


36 MOBILE DRIVE 
TORONTO 16, ONTARIO 1145-BR 


SALES AND SERVICE ACROSS CANADA 
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indispensable for sound 
business management 
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ACCOUNTANTS 


Accountants 


Handbook 


A-to-Z guidance for every- 

one who makes use of 

accounting information or 

helps to prepare it. Stand- 

ard authority for over 35 

years, ACCOUNTANTS’ 
HANDBOOK reflects sound principles, 
successful practice over the entire field 
of business and financial accounting. 


Clearly explains all the overlapping 
accounting, legal, and regulatory fac- 
tors that affect today’s decisions con- 
cerning financial reports, executive pay 
plans, dividends, taxes, depreciation pol- 
icy, operating reports, controls, etc. 

At your disposal — explained and il- 
lustrated — are methods and controls, 
rules, recommendations, answers to hun- 
dreds of practical questions. 29 sections 
cover: Financial Statements. Statistical 
Methods and Tables. Investments. In- 
tangible Assets. Inventories, Liabilities. 
Retained Earnings, Appropriations, Divi- 
dends. Partnership, Governmental, In- 
stitutional, Fiduciary Accounting. Taxes. 
The Independent Accountant. Etc. 
Rufus Wixon, Editor; Walter G. Kell, 
Staff Editor; with 28 Contributing Edi- 
tors. 407 ills., tables; 1,616 pp. $15 
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OFFICE MANAGEMENT HANDBOOK, 
Harry L. Wylie, Editor. 2nd Ed. 250 
ills., charts, tables; 844 pp. $12 
FINANCIAL HANDBOOK. Jules I. 
Bogen, Editor. 3rd Ed. Rev. Print. 
139 ills., tables; 1,289 pp. $12 


f~— USE THIS COUPON TO ORDER-—~— 


Please send books checked below: 
[|] ACCOUNTANTS’ HAND- 
OOK, Shhh Fic. ..............:...- $15 
(] OFFICE MANAGEMEN 
HANDBOOK, 2nd Ed. 12 
[] FINANCIAL HANDBOOK, 
3rd Ed., Rev. Print 12 
(Enclosed find remittance in U.S. funds) 
firm 
Ordered by 
Address. 


a Se. 


THE RONALD PRESS COMPANY 
15 East 26th St., New York 10 
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EDITORIAL (page 399) 


A direct result of Canada’s rapidly 
expanding economy is the intense in- 
terest being displayed in problems as- 
sociated with better education, and 
perhaps few professions are more con- 
cerned with this matter than is ac- 
countancy. Demands on the account- 
ant continue to grow and the profes- 
sion will want to keep abreast of them 
if it is to give the greatest service 
possible to the business community. 
In this month’s editorial “Training and 
Education for Accountants”, William 
H. Gray presents his views on some 
of the ways in which the profession 
can prepare itself to meet the future 
needs of business and industry. 

Mr. Gray is a partner in the Win- 
nipeg office of Price Waterhouse & 
Company and has long been active in 
matters relating to the training and 
education of accountants in the Prov- 
ince of Manitoba. A member of the 
profession since 1942, he is a past 
chairman of the Provincial Institutes’ 
joint committee on Education and 
Examinations and is presently a mem- 
ber of Council and treasurer of the 
Manitoba Institute of Chartered Ac- 
countants. 


Forthcoming Features 
THE ACCOUNTANT AND THE FARMER 


SALES PRODUCTION AND 
FINANCIAL PLANNING 


CurRRENCY EXCHANGE CONVERTIBILITY 
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Billing Errors. Acknowledge mistakes by 
crossing out incorrect figures on original 
bill, inserting correct ones. Accurate copy 
mailed to customer shows graphic evi- 
dence of correction. 
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Auditing. Eliminate errors of hand-copy- 
} ing from active records. Copy even full 
size ledger sheets in just 6 seconds. Orig- 
inal documents stay active. Audit at 
your convenience. 


4 fast procedures 


that lower 


accounting costs 


Only“Thermo-Fax” Copying Machines do so many 
| Jobs...so quickly, so easily, for such low cost ! 















Accounting Reports. End delay of typing 
and proofreading monthly balance sheets, 
similar detailed reports. Speed delivery 
with error-free copies of worksheets 
made in 4 seconds. 





Public Relations. Copy pertinent articles, 
helpful information, in seconds. Mail 
copies to clients. Your ‘“Thermo-Fax”’ 
Copying Machine adds an extra client 


service inexpensively. sii ati 
rade ari 
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C.LC.A. Research Bulletin No. 16 
“The Auditor’s Responsibility for 
the Validity of the Inventory Figure” 
is the subject of a new research bul- 
letin issued this month by the C.I.C.A. 
Committee on Accounting and Audit- 
ing Research and now being mailed to 
all members. Superseding Bulletin 
No. 7, Bulletin No. 16 recognizes that 
attendance at stocktaking should be 
regarded as standard practice. The 
text of the bulletin, together with a 
commentary, appears at page 433. 


Public Accountants Council 

Officers elected for the 1959 year 
of the Public Accountants Council of 
the Province of Ontario are: presi- 
dent, D. F. McKechnie, C.P.A., Otta- 
wa; vice-president, C. K. MacGilli- 
vray, F.C.A., Hamilton; secretary, H. 
R. Macdonald, F.C.A., Toronto; treas- 
urer, G. B. MacDonald, C.P.A., 
Toronto. 


Tax Foundation News 

Campbell W. Leach, C.A., Mont- 
real, was elected chairman of the Can- 
adian Tax Foundation on March 24, 
1959. Mr. Leach is the editor of the 
Tax Review in The Canadian Chart- 
ered Accountant. Stuart Thom, Q.C. 
and A. J. Little, F.C.A., Toronto, were 
elected vice-chairmen of the Founda- 
tion. 

Other chartered accountants elected 
to the Board of Governors are G. F. 
Dunn, Victoria; W. F. Anderson, Cal. 
gary; L. E. Fingarson, Regina; G. N. 
Wildgoose, Winnipeg; W. R. Kay and 
W. A. Simonton, Toronto; Marcel Car- 
on and J. P. Kinghorn, Montreal; Paul 
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Bruneau, Quebec; G. K. McKenzie, 
Saint John; H. E. Spencer, Halifax; 
John Hyslop, St. John’s. 

The Foundation has announced that 
it will be carrying out a continuing 
program dealing exclusively with fi- 
nancial and tax problems of Canadian 
municipalities. F. H. Finnis has been 
appointed municipal research associ- 
ate and will head this new research 
activity of the Foundation. 

Individual membership in the Foun- 
dation increased nearly 30% during 
1958 and now exceeds 2000. Some 
800 Canadian companies are also sup- 
porting its work. 


Systems Association Meeting 

The 1959 International Systems 
Meeting will be held from October 
12 to 14 at the Royal York Hotel, To- 
ronto. Hosts for the conference will 
be the Toronto and Hamilton chap- 
ters of the Systems and Procedures 
Association of America. The associa- 
tion has a membership of 2700 in 15 
countries. 


AMA Meeting 

Some 250 executives from Canada 
and the United States will consider 
problems in Finance, manufacturing, 
marketing and packaging at a series 
of small-group meetings to be held at 
the Sheraton-Mt. Royal Hotel from 
June 8 to 10 by the American Man- 
agement Association. A total of 18 
meetings will be held. 


“Blueprint” for Education 


The Canadian Conference on Edu- 
cation, of which the Canadian Insti- 


Continued on page 394 
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in multi-step figuring. 


THIS KEY eliminates ‘‘back- 
tracking”’ hand operations 
that eat up most of the time 


OF AUTOMATIC 
CALCULATOR 
THAT TAKES THE 
BACKTRACKING 
OUT OF 
FIGUREWORK 
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Modern Management Counts on Marchant 


The Marchant transflo breaks 
through the old limits of calcu- 
lator automation by means of a 
unique mechanism called “back 
transfer.” 


A touch of the back transfer 
key instantly and in a single cycle 
transfers the intermediate result 
in a multi-step problem back into 
the keyboard dials without the 
tedious re-entry of each digit by 
hand. There’s no “backtracking” 
over columns of figures or scratch- 
pad notations. 


The Marchant transflo moves 
figures swiftly from dial to dial, 
stores them and recalls them 
whenever needed. This unique 
ability creates new standards of 
operating ease, accuracy and 
speed, reducing chances for oper- 
ator error and making possible 
vastly increased output. 


To fully appreciate the transflo 
you have to watch it perform. 
Get a demonstration by calling 
your nearby Marchant office; or 
for advance information, write on 
your company letterhead. 
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tute of Chartered Accountants is a 
participating member, has now issued 
a 591-page book reporting the ad- 
dresses and proceedings of the con- 
ference which was held in Ottawa 
in February. This valuable reference 
on educational matters may be ob- 
tained by writing the Canadian Con- 
ference on Education, Ste. 210, 85 
Sparks St., Ottawa 4. Copies are $3.00 
each (paper-bound) and $4.00 each 
( hard-cover). 


American Institute Nominations 

J. S. Seidman, a partner in the firm 
of Seidman & Seidman, New York, 
has been nominated for the position 
of president of the American Institute 
of Certified Public Accountants. Mr. 
Seidman is the author of a 4-volume 
book entitled “Legislative History of 
the Income Tax Law”. In addition, 
he is well known as a Broadway 
“angel” having backed more than 60 
shows, including Brigadoon and Won- 
derful Town. 


Continued on page 396 





Students Department 


| BEGINNING THIS MONTH, the department in The Canadian Chartered 
| Accountant devoted to students is being revised in order to increase 


its value and provide greater variety in educational material. 


In re- 


cent years, the department has been confined almost entirely to the 
| publication of examination problems and unofficial solutions to them. 
| The type was held until the majority of these had been published in 


chure. 





fession. 


the magazine, and from this standing type the solutions brochure was 
published each year approximately 18 months after the release of the 
corresponding examination brochure. 

It has now been decided to withhold such material from the 
magazine and enable valuable space in the department to be devoted 
to practical articles contributed by chartered accountants in charge | 
of staff training with public accounting firms, condensations of talks | 
given at students’ association meetings, and problems of unusual in- 
terest to students which invite editorial comment. 
solutions to examinations will be edited promptly and made available | 
to students about 6 months, instead of 18 months, after the examin- 
ation results have been released and in time for the students to 
study them before the examinations of the next year. 

Under the planned revision, the department will appear alternate 
months but actually there will be an increase in the total amount of 
material available to students. In addition to the bi-monthly features 
in the magazine, the solutions will be appearing annually in a bro- 


From now on, | 


The Canadian Chartered Accountant will continue its present | 
policy of presenting the best available articles and the most useful | 
department material that can be obtained. It recognizes that one of 
our greatest needs is to give the widest possible training to students 
who, in their turn, will become responsible for the future of the pro- 
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“Moore forms help 
speed our 


order processing” 


A new automated order-invoice system 
at Honeywell Controls Limited has 
brought many benefits. The basic advan- 
tages are faster order entry and process- 
ing, with up-to-the-minute stock status 
reports. This means faster service to cus- 
tomers and it lets Honeywell handle more 
eusiness each day with actual savings in 
operating costs. The system permits 
faster, more accurate sales analyses for 
planning and purchasing policies. 


> OQ Ronevwell Controts Limited 





Edge-punched cards containing constant 
customer and product information are 
the building blocks of the system. Work- 
ing from these, with the manual addition 
only of quantities ordered and customer’s 
order number, a Model C Computyper 
extends net amounts from predetermined 
prices coded in the product cards. The 
machine prints the complete order and 
invoice combined on a specially designed 


Build control with 


CONTROL AT HONEYWELL 








George Morgan, Manager, Order and 
Billing Depts., Honeywell Controls Limited 


9-part form. At the same time, it pro- 
duces a by-product tape which, at the end 
of the day, is converted to punched cards 
and used to prepare the daily stock status 
report for all levels of management. 


The single order-invoice form supplies 
copies with complete information for 
every company need; original and two in- 
voice copies, customer’s file copy, branch 
office copy, sales copy, packing slip and 
shipping label, and audit and balance 
copies. The ‘single writing’ technique 
has cut all copying errors, eliminated 
expensive and time-consuming checking 
and rechecking, and speeded operations 
in every department. 


“The Moore Man’s experience was a 
big help to us when we were working out 
this system,” says Mr. George Morgan, 
Manager of Honeywell’s Order and 
Billing Departments. The form that 
makes the system work is a Moore 9-part 
Formaliner form—the company’s control 
in print. 


If you’d like a more detailed descrip- 
tion of this system, with flow charts, write 
to the nearest Moore office. No obliga- 
tion, of course. 

Moore Business Forms Lrp.*—856 St. James St. 
West, MontreaLt—7 Goddard Ave., Toronto 15— 
711 Erin St., WInnipeG—296-12th Ave. East, 
VaNcouvER. Over 300 offices and factories 


throughout Canada, U.S., Mexico, Cuba, Carib- 
bean and Central America. 


* Division of Moore Corporation, Limited 


MOORE BUSINESS FORMS 
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CORPORATIONS GENERAL 
AGRICULTURAL & MINING 
MOTOR CARRIERS DRUGS 
UTILITIES: ELECTRIC 


TELECOMMUNICATION 
TRUST COMPANIES 


° Ask to See 


eres SAMPLES 


REPORT "COVERS 
AND PAPERS 


IMPRINTED TO ORDER 


— By Grand & Toy for 
ACCOUNTANTS, AUDITORS, 
BANKS and others whose 
need is “prestige creating 


© printing”. 
Ask your G & T Salesman 


Oo Write or Telephone 


OFFICE SUPPLIES * PRINTING 
BUSINESS FURNITURE 
PRINTING DEPARTMENT 





HI. ‘Gaen - 83 Green Belt Dr., Don Mills 


ARE YOU SUPPORTING 


A $1000 WASTEBASKET? 


Many firms are — simply by 
maintaining and cataloguing 
records that are beyond the 
time-length retention periods 
required by federal and pro- 
vincial statutes and _ regula- 
tions. 

Now there is a guide that cuts 
through the maze of regula- 
tions and pin-points the time- 
length periods in quick, easy 
reference order: 


CORPORATE RECORDS 
RETENTION 


VOL. 2: A Guide To Canadian Federal 
. $10.00 


And Provincial Requirements. 


COVERS REQUIREMENTS FOR: 
BANKING 


INSURANCE 
GAS AND WATER M 
PETROLEUM 
RAILWAY 


Controllership Foundation 
Dept. CA — 2 Park Ave. 
New York 16, N. Y. 





[;RAND Pareha 


AERONAUTICS 





Continued from page 394 

Nominated as vice-presidents are 
F. L. Arnold, Dayton, Obio; R. 
S. Bock, Pasadena, California; E. J. 
McDevitt, Winchester, Massachusetts; 
and H. A. Pickens, Fort Worth, Texas. 


Directory Information 

It has been decided that the alpha- 
betical listing of members by prov- 
inces for the 1959 edition of the Di- 
rectory of Canadian Chartered Ac- 
countants will be based on information 
supplied to the Canadian Institute by 
the ten Provincial Institutes of Chart- 
ered Accountants, and for that reason 
there will not be a general mailing to 
members this year from the Canadian 
Institute asking for this information. 

The information for the geographi- 
cal listing of firms and sole practi- 
tioners, however, will be compiled by 
the Canadian Institute for all firms 
and practitioners with the exception 
of those located in the Province of 
Quebec. Accordingly, an explanatory 
letter and return card was mailed on 
April 22 to every firm and practition- 
er, with the above-mentioned excep- 
tion. Where a firm practises in more 
than one location, a card has been 
mailed to each of its branches. Any 
firm or sole practitioner who has not 
received this material is asked to noti- 
fy the Canadian Institute at once. 


In the News 

RoLanp Cuacnon, C.A. (Que.), has 
been appointed chairman of the new 
Montreal Metropolitan Corporation. 
Representing their respective munici- 
palities on the Corporation Council 
are R. J. P. Dawson, C.A. (Que.), 
mayor of the Town of Mount Royal, 
and J. C. Cusuinc, C.A. (Que.), 
mayor of the City of Westmount. 

H. I. Ross, O.B.E., C.A. (Que. ), has 
been appointed deputy chairman of 
the 1959 Red Feather Campaign for 
Greater Montreal. 
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$1,000,000 IS LOOKING 
FOR A PROGRESSIVE COMPANY THAT 
NEEDS "WORKING MONEY” 


You don't have to merge, give away equity, dilute profits, or get new voices 
in management. 


If your business is suffering from growing pains, we can help. 


It is a familiar story that a business grows to the point where money becomes 
scarce for various reasons. 


Our officers are alert to growth potential and will study your problems and 
find an understanding responsive financing method. 


Turn your tied-up money into working money. 


If you sell on 30 to 60 day terms we can supply you with working money to 
an amount generally limited only by your volume, and your management retains 
full operating control without suffering interference from us. 


Our costs are low, only 6% per annum. Our profit is made from a small 
service charge of 1% to 2'2% per invoice which is charged only once. If 
you give a 2% ten day discount to your customers at present you have 
our fee built into your costs. Therefore our services will cost you nothing. 


If you need money you can borrow up to 90% on your accounts receivables; 
up to 75% on your inventories and loans on machinery or plant. We will be 
glad to confer with you about your financing problems or for further informa- 
tion in confidence write to: 


Inter-Provincial Commercial Discount Corporation Limited 
164 Eglinton Ave. E. * Toronto 12, Ontario > HU 1-5285 


Government of Canada Bonds 
and Treasury Bills 
Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Domrtton Securiries Geen. Linirep 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 
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Be Objective... 


In our opinion, investment should be objective. It should have a 
purpose and once the purpose is clearly defined, then securities can be 


selected to accomplish that purpose. 


If you want to gamble, good luck to you, but . . . you should be 


prepared to lose and surprised to win. Go in with your eyes wide open. 


If you want to speculate . . . then take a calculated risk. Know why 
your selected securities should be worth more, calculate how much 
more, and in roughly what period of time. Plan your future action in 
the event that you are right . . . and also in the event that you 


are wrong. 


If you want income . . . design a fund for income. If you want 
long-term growth and are willing to take the risks . . . design a fund 


for long-term growth. 


If you want a balanced fund to take care of contingencies and 
provide a chance for reasonable income and growth... then design 


your fund that way. 


Plan your investment fund to accomplish your purpose . . . be 


objective in what you do. 


Planning programmes and helping investors be objective is part 


of our job. Perhaps we can help you. 


A. E. Ames & Co. 
Li 


mited 
Business Established 1889 


MONTREAL NEW YORK LONDON, ENG. VANCOUVER VICTORIA WINNIPEG CALGARY 
LONDON HAMILTON OTTAWA KITCHENER ST. CATHARINES OWEN SOUND QUEBEC 


BOSTON, MASS. 
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Editorial 


TRAINING AND EDUCATION FOR ACCOUNTANTS 


TopAy, PERHAPS, more than ever before, chartered accountants are 
pondering questions of what pre-professional general education should 
be required, what parts of their training program should be carried 
out by universities and to what final objectives their professional 
requirements should be aimed. 

During the past few years national conferences have emphasized 
the role of the chartered accountants’ management services and have 
noted with pride that half the Canadian Institute’s qualified members 
are holding salaried positions in industry and commerce, some in top 
managerial posts. 

It is easy to be carried away with ideas that all chartered 
accountants are, or should be, capable of top executive positions. Yet 
most of those who have succeeded in the fields of management or 
management consulting have done so because of personal attributes 
that should not necessarily be possessed by all chartered accountants. 
In most cases accounting skills were the door by which they entered 
management circles. They succeeded, however, not because they 
were chartered accountants but because, as chartered accountants, 
they were in a position to observe or take an active part in numerous 
real-life management case studies and because they were sufficiently 
interested and broad-minded to benefit from their experience. Some- 
where in the process of their education they had acquired an 
appetite for learning. 

In the eyes of the business community the distinguishing role of 
the chartered accountant is that of auditor. In the growing com- 
plexity of the national economy the role of auditor is becoming no less 
important and no easier to fulfil. The accounting profession must 
hold its standards of training for this role, and yet, as it comes to 
accept growing responsibilities in the fields of management, auditors 
more than ever before should be broadly-educated men with open 
minds and some appreciation of the diverse types of ability and 
judgment required of the executive. 
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If professional requirements are to be no less stringent than 
in the past along the lines of auditing skills, where is this further 
education to be fitted in and how will it be provided? In the long 
run the universities will come to regard management as a learned 
profession and will offer more courses in management orientation at 
both undergraduate and post-graduate levels. Even before this time 
arrives, accounting in its more philosophical aspects will be recog- 
nized as a true liberal arts subject, on a par with mathematics and 
economics. Many liberal arts students who take a course in account- 
ing as an intellectual exercise will acquire a taste for more. Upon 
graduation they will become students of the profession, with the 
added advantage over today’s arts graduates of having a head start 
in the professional courses. In the meantime, some level of uni- 
versity standing may become required pre-professional background 
training, and the pace of the study program may be intensified in 
recognition of the uniformly greater maturity of the students. 

A thorough course in management training would produce better 
chartered accountants, both for public practice and for industry, 
but even elementary training in making management decisions is most 
fruitful among those who have been directly exposed to the business 
world and have some understanding of its economic factors and 
human relationships. It is thus a natural field for postgraduate study, 
but the demands for different types of postgraduate training for 
chartered accountants that would arise would be too diverse to 
justify the profession, as such, taking active steps to enter this field. 
Besides, the chartered accountant will learn more about manage- 
ment as a postgraduate student among classmates drawn from busi- 
ness at large, with varying experience and backgrounds, than he will 
in a class of fellow chartered accountants. 

The profession must, however, accept the responsibility of in- 
doctrinating young chartered accountants with a greater appreciation 
of the parts played by all the actors in the great drama of business 
management. The young comptroller should understand the mutual 
dependence of the planning, production, sales, finance and personnel 
departments and the coordinating role of the general manager. 

One of the distinguishing features of a truly educated man is his 
humility — his appreciation of how small his knowledge is in relation 
to the sum of human knowledge even in his particular field. A prime 
objective should be to train young chartered accountants to be justi- 
fiably confident of their accounting and auditing skills but with a 
due appreciation of their limitations in other fields — eager and 
inquisitive to learn more, yet at the same time cautious in evaluating 
and exercising the management skills towards which their varying 
experience and interests will lead them. 
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Long and Short-Range Planning 





PIETER BAKKER 


THE AIM OF ALL human endeavour 
is to achieve some benefit or satisfac- 
tion over and above the expenditure 
of effort. This surplus or advantage 
over expenditure, or income over out- 
go, is profit. All purposeful human 
activity can thus be said to be profit 
motivated. Generally speaking, the 
success of an endeavour may be judg- 
ed by the extent to which a profit ac- 
crues to the effort. 


In the world of business, we can 
measure the cost and the results of 
our activities since, for the most part, 
one is dealing with matters which are 
or can be expressed in terms of 
money. Thus a fairly precise mea- 
surement of the economic success of 
a business enterprise can be made. 


The basic economic motive behind 
the existence of business is the max- 
imization of profit, or, to say it more 
precisely, the greatest return on the 
capital invested in the business enter- 
prise. 

This means that a business must 
continuously strive in two directions: 
on the one hand, it must try to max- 
imize its income through higher sell- 
ing prices or a larger turnover, and, 
on the other hand, it must try to min- 
imize the unit cost of its product or 
service. 
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Usually there is a close relationship 
between the volume of turnover and 
selling prices: a high price hindering 
sales expansion and a low price stim- 
ulating it. In addition, there is a close 
connection between business volume 
and unit cost, a high business volume 
permitting the use of cost saving pro- 
duction methods. But, in a competi- 
tive market, a higher turnover may 
have an adverse effect on the unit 
profit in that the price reductions 
more than offset the cost reductions 
per unit. 

Furthermore, there is a relation be- 
tween turnover and capital, for rising 
sales call for more capital unless, by 
accelerating the business operations, 
the rate at which capital is turned 
over can be increased. 

The basic objective of a business 
enterprise is to achieve neither the 
greatest turnover nor the highest 
profit per unit, but the highest return 
on its capital. The problem is to 
attain that optimum turnover which 
yields this return. 

Since a multitude of factors affect 
the maximum return on the company’s 
capital a careful examination of each 
of these factors is required to avoid 
error and to promote correct deci- 
sions. Moreover the interdependence 
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of most factors emphasizes the need 
for a thorough and systematic in- 
vestigation of the factors involved. 


The information produced by these 
investigations leads the company’s 
management to determine what is 
good for the company. The next log- 
ical step for an intelligent manage- 
ment will be the formation of a plan 
of campaign for the company, setting 
out in detail the course to be followed 
to achieve the most desirable results. 


Arriving at a Plan of Action 

The activity to arrive at a plan of 
action or a program is generally de- 
fined as planning. In business enter- 
prises of a more complex nature, the 
overall plan may consist of a number 
of detail plans covering the various 
interdependent activities. | These 
would include sales, production, pur- 
chasing, inventories in every phase 
of the business process, accounts re- 
ceivable, investments in plant and 
equipment, etc. 

A complete business plan indicates 
not only the quantities of each of the 
various operations, such as the num- 
ber of products to be manufactured, 
to be held in stock and to be mar- 
keted, but also the values to be used 
and to be created in the business pro- 
cesses during a period of time. This 
plan is the budget. 

A budget is simply another name 
for a program. However, while a 
plan may be in terms of money, a 
budget must be so expressed in ad- 
dition to the quantitative aspects of 
the activities. 

The advantage of a budget sys- 
tem, as compared with conventional 
planning systems, is that it brings 
the various detailed plans to a com- 
mon denominator, which is the value 
expressed in dollars. This enables the 


company to assess the relative im- 
portance of the various plans, to es- 
tablish priorities in case of bottle- 
necks, to coordinate the various de- 
tail plans to remove those bottlenecks, 
and to assess effects of the detail plans 
on capital requirements on the one 
hand and on their contribution to the 
company’s profit on the other. 

An overall plan, or budget, pro- 
vides a complete projection of the 
company’s future activities, capital re- 
quirements and profit. To enable 
management to be aware of devia- 
tions from the course, this budget 
should be set up with the same struc- 
ture as the financial reports which 
show the actual performance. A 
simple comparison of the budgeted 
with the actual figures will show up 
the deviations; an analysis of these 
deviations should explain the causes 
of the deviations and, in many cases, 
provide the answers as to how to cor- 
rect them. 

Managing an enterprise with the 
aid of an intelligent plan, or budget- 
ary control system, is frequently call- 
ed “management by exception”. It is 
the exception to the planned course 
that requires management's attention. 

Because forethought must be sub- 
stituted for impulse, it is relevant to 
treat separately some of the vital sub- 
jects which arise when a company de- 
cides to plan its operations. 


Definition of Policy 

In the first instance the business 
should define its policy clearly, setting 
out its objectives, and the way in 
which, with the resources at hand, it 
intends to reach its goal. Nothing 
drains the enthusiasm and energy of 
responsible and capable staff more 
than ill-defined policy and indecisive 
management. Clear leadership can 
be given only after thorough examin- 
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LONG AND SHORT-RANGE PLANNING 


ation of available facilities, personnel, 
equipment and finance. When every- 
one believes the plans are well-found- 
ed, they are willing to cooperate. 

To make the planning and budget- 
ing successful, top management must 
enlist the full cooperation of the di- 
visional and departmental managers 
who carry a certain amount of re- 
sponsibility for their sections. The 
habit of investigation of the facts 
relevant to the operations under con- 
sideration should be encouraged and 
propositions and decisions based on 
emotion or wishful thinking discour- 
aged. 

The dictation of plans to the lower 
levels of management should be 
avoided; psychologically, it is much 
better to invite the divisional and de- 
partmental managers to come forward 
with their plans. Of course, top 
management should, as mentioned be- 
fore, provide a well-defined policy as 
well as a general outline of those facts 
which remain generally beyond the 
scope of the lower management eche- 
lons, 

The draft plans proposed by the di- 
visions of the company should be re- 
ceived by management with an open 
mind; alterations considered necessary 
should be discussed with and explain- 
ed to the proposers. The final result 
must still be the proposer’s plan; only 
then will he put his heart in it and 
feel a responsibility for its proper 
execution. 


Need for Coordination 

Before a set of plans, covering all 
activities, can be considered as final, 
they have to be coordinated to obtain 
a harmonious overall plan. In a grow- 
ing enterprise the number of depart- 
ments, or the number of officials 
charged with responsibility, increases 
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as work is divided. If coordination is 

lacking there may be overlapping and 

delays in related and consecutive op- 
erations. 

Consider, for example, a factory 
with an assembly department making 
finished products from components 
manufactured in other departments. 
The production of components should 
be controlled so that the right quanti- 
ties reach the assembly line at just the 
right time. If production in one com- 
ponent department falls behind sched- 
ule, then work in the assembly de- 
partment is held up, with the follow- 
ing results: 

—lower production, leading to re- 
duced profit through smaller turn- 
over and losses in the assembly de- 
partment, 

—the piling-up of components de- 
livered to the assembly department 
on schedule representing a waste of 
capital both in financing these idle 
stocks and in financing storage 
space for them, 

—additional costs for handling and 
control, with an increased risk of 
theft and obsolescence. 

Thus a delay of production is a 
two-fold burden: lower profit due to 
reduced turnover and increased costs; 
and higher capital requirements. 


Aims of Coordination 

The primary aim of coordination is 
the substitution of the certain for the 
uncertain. For example, cushion 
stocks of components in the assembly 
department are maintained in the 
hope that the dire consequences of a 
failure of production in a component 
department can be averted. Produc- 
tion can also be disrupted by factors 
over which the management has little 
control, such as, the failure of outside 
suppliers to keep to promised deliv- 
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ery dates. To safeguard against late 
deliveries and poor quality, safety 
stocks again must be maintained. 

Coordination seeks to secure, with 
the minimum use of capital, that op- 
timum flow of goods and services 
through the consecutive stages of the 
productive process which yields the 
highest return on capital. 

Coordination is required during the 
operations as well as beforehand in 
the planning stage. After plans have 
been put into operation, it is almost 
certain that discrepancies will appear 
calling for prompt corrective action or 
modification in the plans. Such vari- 
ances must be reported and acted up- 
on as soon as they are found so that 
the basic policy behind the original 
plan is not seriously affected. 

The complete or overall company 
plan (the master-budget) must have 
regard to the available productive re- 
sources, so that there is neither idle 
capacity nor such pressure on the fa- 
cilities that the output would be in 
jeopardy. 


Problems of Coordination 

Individual plans may be sound in 
terms of profitability and the master 
plan as a whole well-integrated; 
smooth and rapid production may be 
assured; nevertheless manufacturing 
capacity may not be fully utilized. In 
that case, either the plans must be 
supplemented or, if economically 
practicable, the surplus capacity elim- 
inated. 

On the other hand, the plans may 
be beyond the resources of the busi- 
ness in management personnel, in 
fixed assets, in services obtainable 
from third parties, or in finance. 
When plans are over-ambitious, and 
it is not immediately possible to obtain 
added capital, personnel, etc. there is 


a danger that bottlenecks might en- 
danger the overall plan unless one or 
more projects is abandoned. 

Another problem of coordination is 
that some forms of productive equip- 
ment are available only in specific ca- 
pacities, the smallest of which may be 
larger than needed. 

As mentioned earlier, certain fac- 
tors cannot be predicted with certain- 
ty at the time plans are formulated. 
The planning and budget procedure 
should therefore allow for a rapid re- 
vision of the plans of the departments 
concerned, should events make 
changes unavoidable. 

A method that combines a certain 
amount of rigidity with a great am- 
ount of flexibility is the method 
whereby the first part of the period 
under review is considered to be 
“firm”, the second part as a “proba- 
bility” and the third part as an “in- 
dication”. This approach may be ap- 
plied to long-range plans as well as to 
the short-range programs. 


Long-Range Plans 

The long-range plans, attempting to 
survey say 10 years future life of the 
company, are of predominant import- 
ance with regard to long-term invest- 
ment in facilities (land, buildings, 
equipment and such), for purposes of 
personnel planning, research, develop- 
ment and financing. 

The first year of this planning may 
be considered a« fixed, permitting 
commitments to be made for prompt 
execution. The second and perhaps 
third vear of the long-range planning 
may be put on the drawing board for 
advanced prepaiations preceding the 
actual execution. However, as long 
as no commitments have been made 
it is still possible to make alterations 
without undue cost to the company. 
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LONG AND SHORT-RANGE PLANNING 


The remaining years are of less conse- 
quence as far as operations are con- 
cerned, but they are of great import- 
ance in forming the proper back- 
ground for the shorter-run plans. 

Each year the long-range plans 
should be reviewed, by eliminating 
the year that has just passed, adding 
one year, and revising the years in 
between in so far as is considered 
necessary on the basis of new infor- 
mation that has become available 
since the previous review. 


Short-Range Plans 

In turn, in the short-range plans, set 
up for say one year each time, the first 
period of 4 months may be qualified 
as firm, the second as probable and 
the third as an indication. At the end 
of each 4-month period, the planning 
is reviewed for the following 12 
months, repeating the procedure. This 
method of planning is important in a 
manufacturing enterprise, for order- 
ing manufacturing supplies and hiring 
of personnel. 

If a lead time of 4 months with an 
approximation of the next 4 months 
is considered to be too short, nothing 
prevents the company instituting a 
planning period, consisting of three 
6-month periods, with a review every 
6 months for the following 18 months. 

The need for a short-range plan- 
ning, say for one year, is quite evident 
for most enterprises. The need for a 
long-range plan, however, is not so 
widespread as might be expected. 

The need for a long-range plan, to 
a much greater extent than for a 
short-range plan, depends greatly on 
the type of business enterprise. The 
greater the mobility of the income 
producing assets, the lesser the need 
for a long-range plan. This is quite 
clear for a company that is engaged 
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only in purchasing and selling, such as 
retail stores and wholesalers distribu- 
tors. It takes only a short while to 
change the line of merchandise to a 
different one. If the company con- 
cerned is carrying on its business in 
leased premises, it is even possible to 
change its place of business without 
too great expense. 

Good short and long-term planning 
must take into consideration the effect 
of the business cycle on the com- 
pany’s planned activities. 


Results of Mistakes 

In the past many organizations have 
unwittingly followed a _ mistaken 
policy by indulging in unreasoned op- 
timism during boom times and unwar- 
ranted pessimism in times of depres- 
sion. These emotional reactions, be- 
cause they coincide with business 
cycle changes, make the fluctuations 
appear more acute than they in fact 
may be. The reasoning is under- 
standable; as trade increases, indus- 
try passes from the under-employ- 
ment of resources to full capacity pro- 
duction. The replacement of fixed as- 
sets, neglected during the depression, 
is completed, and an unwarranted 
tendency to expand becomes evident. 
The trend is not limited to produc- 
tive capacity only but soon spreads 
throughout the organization. The 
strong demand for capital goods 
pushes up their prices and extends 
delivery dates. Many an expansion 
project reaches completion only af- 
ter the cycle has passed its peak, and 
is too late to profit from the enlarged 
demand for consumer goods. Com- 
panies that join in this scramble must 
for years nurse excess capacity pur- 
chased in a seller’s market. As busi- 
ness contracts and a recession follows, 
an attempt is made to limit the losses 
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resulting from over-capacity and high 
depreciation by economizing where- 
ever possible, e.g. selling excess cap- 
acity in a depressed market, staff re- 
duction, etc. These steps are usual- 
ly insufficient, and it becomes neces- 
sary to defer every expense not essen- 
tial to the existence of the enterprise. 

By this time it has become plain 
that the errors made during the boom 
are the principal causes of the losses 
incurred in the depression. Mistakes 
in plans for expansion, poor judgment 
of economic conditions, the capacity 
of the market, and the profitability of 
the enterprise, these and similar fac- 
tors had set the enterprise on a 
wrong course. 

Business cycles are not the sole re- 
sult of ignorance in business plan- 
ning. Government planning and 
policies have played their part as well, 
but the fluctuations in business activi- 
ty which have occurred in the past 
have certainly been exaggerated by 
the short-term outlook of many busi- 
nessmen. 

It follows, therefore, that the plan- 
ning should begin with plans covering 
several years to provide the basis for 
the short-term plans and for the con- 
duct of the business in general. 


Analyses of Performance 

An article on planning and budget- 
ing would be incomplete without 
mentioning the value of early analyses 
of the actual results. 

Accounting provides the actual fig- 
ures concerning the company’s activi- 
ties, the capital funds used in the op- 
erations, and the profits made. 

To make effective the analyses of 
the actual performance as compared 
to the budgets, the budgets should be 
made up in accordance with the com- 


pany’s organization; this means by di- 
vision, department, functions, areas of 
operations, etc. so that they can al- 
ways be tied in with personnel re- 
sponsible for the divisions and de- 
partments concerned. Un budget c’est 
un monsieur, to quote the French 
businessman. 


Variations from the budget are to 
be subjected to thorough analyses to 
find out their causes. This applies in 
the first instance to the unfavourable 
variations, such as lower sales, lower 
selling prices, lower factory output, 
higher cost, higher inventories, higher 
accounts receivable, etc. The analy- 
ses of a shortfall in sales in a particu- 
lar area may show that it was caused 
by lower-than-expected factory out- 
put, a supplier not meeting the de- 
livery schedule, or simply by delays 
in transportation. The analysis of 
an unfavourable cost variation may 
turn out to be due to waiting-time in 
the factory arising in turn from bad 
scheduling, or to suppliers lagging 
behind schedule. 


The earlier these facts (exceptions 
to the plan) are brought to the atten- 
tion of management, the sooner meas- 
ures to rectify the situation can be 
taken. In this manner, the analysis 
can make important contributions to 
the company’s profitability. 

Analysis should not stop at the un- 
favourable variances. Favourable 
variances need also to be analyzed. 
This may point to a weakness in the 
planning in that, for example, tar- 
gets set have been too easily attain- 
able by the responsible managers. It 
is also possible that the favourable 
variance is due to a change in the 
conditions under which the company 
has been operating. Knowledge of 
this is important; it may enable man- 
agement to alter the original plans to 
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take full advantage of the opportuni- 
ties that have come up. 


Budgetary Controls 

An effective budgetary control sys- 
tem imposes a heavy and important 
obligation on the accounting depart- 
ment which must at least: 


1. Record all business transactions 
with third parties, and the creation 
and usage of values resulting from 
its productive processes, immedi- 
ately and at actual and budgeted 
prices and costs. 

2. Follow closely the movement of its 
assets within the company. 

3. Provide information on essential 
activities, such as sales, produc- 
tion, labour performance and per- 
sonnel, daily and weekly, both at 
actual and as planned. 

4. Provide complete information 
monthly on all activities, capital 
usage, and profits, both at actual 
and as budgeted, all to be avail- 
able within 2 or 3 weeks. 

To conclude, one more aspect of 
budgeting in relation to accounting 
may be mentioned. In companies of 
more than average size with divisions, 
regions or departments, headed by 
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managers entrusted with adequate re- 
sponsibility and commensurate au- 
thority to carry out their activities, 
each manager should consider himself 
as the entrepreneur of a business. As 
such he should try to obtain, on the 
capital invested in the operations of 
his section, as high a return as pos- 
sible. 

In the same manner as the com- 
pany’s management submits its plans 
for approval to the owners and peri- 
odically reports on its actual perform- 
ance, the section manager, as discuss- 
ed earlier, should submit his plans 
for approval and report on his per- 
formance. The section plan, like the 
overall company plan, should indi- 
cate the volume of business, the capi- 
tal required to obtain this volume as 
well as the return. 

The statements prepared by the ac- 
counting department, showing bud- 
geted as well as actual performance, 
now serve two purposes. In the first 
place they are the medium through 
which the section managers account 
for their stewardship to their superi- 
ors; in the second place they provide 
the means by which those superiors 
may exercise control. 


Style in Writing 
Style should be used to brighten the intelligibility of a subject which is 


obscure. 


It joins the instructive with the agreeable. 


It avoids monotony. 


It uses ornament where ornament will be effective, and is redundant if repeti- 


tion will make a point. 


To say something significant, one must rise above the sheer enum- 


eration of first order facts. 
out development of a thought. 


Writing is wearisome without contrast and with- 
A white canvas cannot produce an effect 


of sunshine; the painter must darken it in some places before he can make 
it look luminous in others. Sir Joshua Reynolds, the great portrait painter 
of the eighteenth century, said, when someone asked him how he could bear 
to paint the ugly cocked hats, bonnets and wigs of his time: “They all have 


light and shadow.” 
— I'he Royal Bank of Canada Monthly Letter, March 1959 





The Organization of an Integrated 
Procedures Plan 


REGINALD D. RICHARDSON 


IN THIS AMAZING scientific age when 
each new discovery steps up the rate 
of technological advance, it is most 
difficult to look into the future with- 
out a feeling of excitement and per- 
haps of awe concerning the respon- 
sibilities of management. 

On every hand the view grows that 
managing is a profession and the need 
for development of an orderly science 
of managing is now recognized 
throughout the world. This need is 
hastened by the increasing complexity 
of social affairs and by the fact that 
the issue has been joined between the 
major powers of the world as to the 
relative efficiency of two divergent 
ways of life, now for the first time 
on economic grounds as well as ideo- 
logical. 

It is perhaps more than coincidence 
then, and certainly timely, to find that 
business is devoting considerable at- 
tention to its administrative affairs 
and the use of certain handmaidens of 
order: the business system of pro- 
cedures and routines; automated busi- 
ness machines of which the electronic 
computer is the young prince; and the 
untapped potential of that form of 
“complete analysis”, commonly known 
as operations research. 

Excitement, unfortunately, initially 
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resulted in some overselling. The 
handmaidens of order presaged the 
push-button office. The computer be- 
came the electronic brain. When, 
subsequently, it was necessary to 
correct this overselling some _busi- 
nessmen became overcautious. In 
the meanwhile, however, many opera- 
tions have calmly dodged the wilder 
swings of the pendulum and have 
pressed on into this new field. The 
contributions made by these pioneers 
in office automation marks the begin- 
ning of a new era in business history. 


While considerable progress has 
been made and most businesses have 
adopted some form of office automa- 
tion, very few have established a ful- 
ly integrated procedures program. 
The following comments will have 
greatest interest for the business 
which is contemplating such a step. 


An integrated procedures program 
for a business can be defined as the 
system of paper work routines de- 
signed to carry fundamental informa- 
tion from activity to activity through- 
out the entire sequence of operations 
with maximum use of the data enter- 
ed on the initial document prepared, 
to the following ends: 


1. Minimize clerical cost. 
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2. Minimize opportunity for error 
through avoidance of recopy op- 
erations. 

3. Establish common language com- 
munication between the functions 
of the business. 

4, Increase the flow of information 
to assist in decision making. 


Where to Assign Responsibility 

The first major decision to be 
made is where in the organization 
should responsibility be assigned; 
first, for development of a plan and, 
after implementation, for coordina- 
tion and maintenance. There does 
not seem to be much consistency in 
the way business organizes its pro- 
cedures programs, although three dif- 
ferent approaches appear to predom- 
inate. 

In some cases, both the responsibil- 
ity for development and continuing 
coordination are assigned to a special 
organization component reporting to 
the general manager, although quite 
often development and implementa- 
tion of the plan are handled as a pro- 
ject which is discontinued and the 
responsibility is reassigned once the 
plan is functioning. The main pur- 
pose in placing the activity at second 
level in the organization is to give it 
support and emphasis. 

The second method makes that 
function responsible which has the 
greatest stake in the program by vir- 
tue of complexity and volume of pa- 
per activity and information require- 
ments. The theory here is that self- 
interest is the best interest and that 
work should be done as closely as 
possible to the point where the great- 
est detailed knowledge exists. 

In the third approach, the account- 
ing function gets the job. Informa- 
tion is not available as to the pro- 


portion of each of these approaches 
to the total, but assignment to the 
accounting function appears to be 
most prevalent. The case for this is 
quite clear and valid. The account- 
ing function usually processes a large 
share of the total volume of paper 
and information flow. Even where 
another function, such as manufac- 
turing, actually handles more paper, 
most of its routines will impinge at 
some point on accounting operations, 
as will those of other functions. The 
“preservation of assets” responsibility 
including such activities as the in- 
ternal audit requires that accounting 
have a strong voice in all adminis- 
trative routines. Finally, the mod- 
em well-adjusted accounting opera- 
tion is oriented to performing ser- 
vice or staff work on a teamwork 
basis for the overall organization. 

However responsibility is assigned, 
it seems highly desirable to empha- 
size teamwork and to arrange for a 
full voice in the development and op- 
eration of the program from each 
function of the business. Integration 
of procedures for a business means 
more than a mechanical linking to- 
gether of paper work activities. In- 
tegration both depends on and en- 
hances communication, participation 
and team effort toward common goals 
by all functions of the business. 


Revolution or Evolution 

When a business has decided to 
embark on an integrated procedures 
program or to modernize an existing 
set-up by using the latest data pro- 
cessing equipment, such as punched 
tapes and computers, it must consider 
carefully whether to proceed on a 
piecemeal basis by tackling segments 
of the overall routines one at a time 
or to exert a single “crash” effort. This 
decision must be made both with re- 
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spect to development and implemen- 
tation. 

Much, of course, will depend upon 
the size and complexity of the op- 
eration and whether industrial as well 
as commercial activities are carried 
out. However, for the purpose of this 
discussion it is assumed that the op- 
eration is a medium to large size in- 
dustrial activity which engineers, 
manufactures and sells its products. 

Some excellent cases of both the 
evolutionary and crash approach 
exist, and each has proved successful. 
Following are some of the factors to 


be considered. 


EVOLUTIONARY APPROACH 


The field of office automation and 
integrated data processing is relative- 
ly new and changes in technology 
will occur rather frequently for the 
next few years. Moving gradually, 
one application at a time, minimizes 
the risk of having to scrap consider- 
able work in order to incorporate 
later developments. Moving gradually 
also provides a better opportunity to 
advance in reasonable stages up the 
scale of automation itself. 

An integrated procedures program 
requires skilled, trained specialists in 
office procedures. The gradual ap- 
proach avoids the necessity for build- 
ing up an organization of procedures 
personnel greater in number than is 
required for normal, continuing op- 
erations (and more than may be read- 
ily available) thus tending to reduce 
overall cost. 

Gradual implementation minimizes 
the severity of upset to the organiza- 
tion although admittedly prolonging 
it. It also permits selectivity of those 
areas having the greatest payoff. 


CrasH APPROACH 
The advantage of developing and 


implementing a program as one ma- 
jor effort is that it earns the payoff 
faster, provided, of course, that the 
work can be carried out efficiently. 
While the upset is more severe and 
the cost higher at the outset the job 
is cleaned up and out of the way. 

A single, major effort also requires 
that the integrating links between the 
key segments and functions be devel- 
oped initially. In other words, the op- 
eration is forced to see the completed 
procedures network circuit in the de- 
velopment stage and before imple- 
mentation. The evolutionary method 
does not require this, although it is 
possible and probably desirable to en- 
sure that this is done to the point of 
protection against major roadblocks 
when the circuit is finally closed. 

There does not seem to be any 
clear-cut advantage for either ap- 
proach. Much will depend upon the 
availability of trained procedures and 
data processing personnel who have 
had some experience in the latest 
technology in this field. If the busi- 
ness enjoys repetitive manufacture 
and sale of a large volume of a few 
products the preference is probably 
for a crash program. However, the 
multi-products business which does 
not enjoy a large volume of any one 
product and which has a more com- 
plex order service, production sched- 
uling, inventory control, and statisti- 
cal reporting problem will undoubt- 
edly prefer the evolutionary ap- 
proach. 


Procedures Network 


The system of paper work routines 
can be likened to a network of radio 
stations, with the basic purpose be- 
ing communication between the vari- 
ous functions of the business. The 
communication is interactive at local 
points, but is also progressive to a 
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terminus. Each local area must select 
and reject according to its own needs. 
The language must be common, with 
a minimum amount of interpretation 
if the flow is to be free and smooth. 
The activities of sending and receiv- 
ing must be closely synchronized. 

In a large or medium-large indus- 
trial operation, the flow of paper is 
a most complex process as it moves 
through the procedures network, from 
the time the order is received until it 
is billed and accounted for in the fi- 
nancial statements of the business. A 
great multiplicity of purposes and ac- 
tivities must be served. Once the 
business procedures are established 
there is a tendency to take the 
paper for granted. Often paper sys- 
tems are made the butt of jokes and 
criticisms. However, no manager to- 
day questions the essential part they 
play in all of the vital areas of the 
business. 

Although the procedures network is 
a veritable maze of individual paper 
work movements, it is possible to 
identify six main groups of routines 
which can be individually procedur- 
ized with the end objective in view 
of integration in a final operation of 
closing the circuit. 

The key groups of activities are as 
follows: 


Production and inventory control 

Processing the customer’s order 

Purchasing — including paying ven- 
dors 

Paying employees 

Shipping, billing and collection 

Accounting and statistics. 

A few large and complex operations 
have progressed in all or most of 
these areas to the point where the 
circuit has effectively been closed, 
or can be closed in the near future. 

In other cases, work has progressed 


in one or more of the key areas and 
although many of these have them- 
selves reached a high degree of auto- 
mation, they are not yet linked to an 
overall integrated program and are 
operating quite independently of the 
whole. Of course, the operation best 
prepared for final integration is that 
which has used common automating 
techniques and equipment in the sep- 
arate key areas. 


Production and Inventory Control 

The most challenging and reward- 
ing area, and the one which must be 
procedurized for automation before it 
is possible to complete integration for 
the business, is production and in- 
ventory control. This is the heartland 
of the network and its arteries run 
directly to, or indirectly reach, all of 
the other areas by a system of branch 
lines. 


Production control usually consists 
of work scheduling, machine loading 
and progress control of work as it 
moves through the shop. Inventory 
control consists mainly of material 
ordering, storekeeping and stock bal- 
ance record keeping. While auto- 
mated techniques for processing the 
data required to carry out these ac- 
tivities offer large rewards in clerical 
cost reduction, the gains to be made 
in improved efficiency are potentially 
much more important. 


The increased flow of more accur- 
ate information should lead to the 
following improvements in manufac- 
turing operations: 

1. Reduction of manufacturing cycle 
times. 

2. Reduction of raw, in-process and 
finished goods inventories. 

8. Increased man and machine uti- 
lization. 
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4. Better shipping performance to 
promised dates. 

5. Reduction of overtime work caus- 
ed by emergencies which arise 
when control is lost. 


Following is an example of a typi- 
cal punched card data processing ap- 
plication which directly involves en- 
gineering and manufacturing but also 
offers by-product benefits to cost ac- 
counting. It also illustrates the op- 
portunities that exist for integration 
between the functions of the business. 

The product is custom built from 
standard assembly components or 
building blocks. The end product 
will be built upon receipt of cus- 
tomer’s order. 

In the procedure, engineering puts 
into punched card form standard 
master data concerning standard 
components. When an order for an 
end product is received, engineering 
specifies the building block compon- 
ents to be used and this variable data 
is put into punched card form. This 
data, together with information on 
the order itself, such as requisition 
number, quantity, ship date, etc., is 
run against the master data set-up on 
components to prepare the manufac- 
turing order and standard cost docu- 
ments. From the manufacturing or- 
der is prepared such shop paper work 
as job identification cards, move 
cards, labour tickets, all mechanical- 
ly provided. 

From these punched cards are run 
easy-to-prepare, low-cost, shop load 
reports to assist in scheduling and 
shop floor planning. As the job 


moves through the shop, feedback 
data obtained from labour vouchers 
give vital status and location infor- 
mation, as related to the production 
schedule. Again the cost is low and 
the degree of accuracy is higher than 


manual methods can be expected to 
provide economically. From the la- 
bour card actual labour costs are ob- 
tained to be compared against stand- 
ards. Cost distribution reports are 
prepared as well as a mechanically 
produced payroll. In like manner, 
material feedback cards are produced 
to run against standard material cost 
data. 


Other Key Areas of Opportunity 

Traditionally the payroll has been 
the favourite area for data processing 
work. The earliest punch card ap- 
plications seem to have been those on 
payroll work and the increasing vol- 
ume and complexity of payroll record 
keeping continues to keep this area 
in the forefront. However, most pay- 
roll work does not offer as attractive 
a payoff on equipment, such as com- 
puters, as do some of the other pos- 
sible applications. Data processing 
use of computers should generally be 
confined to the type of operation in- 
volving variables. 

All of the key areas offer excellent 
opportunity for modern data process- 
ing approach individually or in com- 
bination. For instance, putting the 
customer’s order on punched cards or 
punched tape provides a vehicle for 
by-product information at many 
points in the business cycle useful to 
all levels of management. Examples 
of this are reports of orders received, 
unfilled orders inventories, shipment 
performance analyses, production 
level projections and so on. Similar- 
ly, the purchase order when set up on 
punched card or tape lends itself to 
running data on purchase commit- 
ments, vendor delivery performance 
and other useful inventory control 
information. 

Putting the books of accounts on 
punched cards or tapes along with 

















operating and statistical reports is an 
excellent way of piquing the account- 
ant’s interest in modern data pro- 
cessing methods. One good example 
of a computer-handled variable bud- 
getary control system is enough to 
open the accountant’s eyes to the po- 
tential which exists. 


Facts and Fiction 

The immediate purpose of most in- 
tegrated procedures programs is to 
provide more timely and more accur- 
ate operating information and paper 
flow at lower cost. Another import- 
ant benefit devolving more specifical- 
ly from the integration aspect is the 
improvement of rapprochement and 
teamwork between the functions of 
the business through common lan- 
guage communication. An ultimate 
goal, perhaps a few years out of 
reach of most operations, is to so in- 
crease the rate of flow, volume and 
kinds of data that operations research 
type analyses can become an every- 
day tool of management. 

The first very worthwhile objective 
does not mean, however, that modern 
data processing approaches can be 
economically applied to all and every 
situation. In fact, attempts to do this 
must be guarded against with the ut- 
most vigilance because of the inher- 
ent tendency to get excited over the 
new possibilities. The need for bal- 
ance here is an argument for using 
the evolutionary approach and look- 
ing critically at each proposed appli- 
cation. Incidentally, one very inter- 
esting and unexpected result of pro- 
cedures studies of possible data pro- 
cessing applications has been to find 
sometimes that the work can be elim- 
inated entirely, which is the best pay- 
off of all. 


The benefits to be gained from 


common communication 


language 
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must also be regarded with some re- 


serve. An ever-present danger is 
that the paper work system will be- 
come the master rather than the ser- 
vant. In a few cases, this reversal 
of the natural relationship has worked 
to advantage because the paper needs 
forced certain beneficial operating ac- 
tions. As an example, pressure may 
be brought to bear upon a complex 
product to standardize its compon- 
ents. However, the rigidity of a pa- 
per system must not inhibit or re- 
strict free operating action. 


Finally, a word on operations re- 
search must be mentioned. The term 
“complete analysis” has been used as 
a definition. The main purpose of 
this particular phrase is to remove 
some of the aura of mystery which 
unfamiliar terms have created to that 
dangerous point where negativism 
has come to interfere with objective 
thinking. 

By “complete analysis” is meant 
that advanced form of analysis which 
literally saturates the solution of a 
problem with basic information which 
has been subjected to mathematical 
calculation. This often involves ar- 
rangement and rearrangement in 
every alternative way which it is con- 
ceived may provide an answer to the 
problem, or elicit a pattern leading to 
an answer. 


This form of deep and full analysis 
has always been recognized as the 
most desirable for decision-making. 
However, in many cases, business has 
had to settle for the use of judgment 
beyond that which it is reasonable to 
expect any manager to possess with- 
in anything but the broadest para- 
meters, because neither the basic in- 
formation nor the facilities to pro- 
cess it in the required ways were eco- 
nomically feasible. 
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Again we have a problem in man- 
agement balance. We must learn to 
accept operations research for its true 
potential, neither dismissing it as a 
far-fetched, blue-sky approach nor 
failing to work towards it as a desir- 
able form of advanced analysis. 


With the advent of modern data 
processing equipment and electronic 
computers, entirely new vistas have 
been opened up which herald a new 
era of administrative order. This 
new era has special significance for 
the accountant. First, he senses that 
the integrated procedures approach 
will eventually lead to sounder deci- 
sion making. He sees opportunities 
for a discipline of order similar to 





THE CANADIAN CHARTERED ACCOUNTANT, MAY, 1959 


that which has been built into the 
work of his own profession over a 
period of centuries but has not yet 
been fully developed in all the facets 
of industrial operation. Then he 
knows that he must be informed on 
all aspects of integrated data pro- 
cessing, automated business machines 
and the electronic computer to carry 
out the minimum responsibility of his 
comptroller function. Finally, and 
most important, he should be con- 
cerned about losing by default his 
traditional place on the management 
team as the “minister of order”. This 
new and intensely interesting field is 
his for the asking. None other is in 
a better position or better trained to 
play the leading role. 


The Importance of Uniqueness 


If we manage people with the basic assumption that individuality and 
uniqueness is not important, we tread a path that leads us to goals and con- 
clusions that become quite unsatisfactory in terms of management of the 
firm — to say nothing of life on this planet generally. 

This does not assume that we cannot use numbers as a means of easy 
accomplishment of a task. Frank Gilbreth used to count his twelve children 
at such crucial times as bathtime, etc., but this did not cause him to lose sight 
of each one as a unique, individual person with likes, dislikes, strengths, and 
weaknesses. Such perfectly decent switching back and forth from extensional 
to intensional definition is a most admirable and necessary situation in man- 
agement. On the other hand, were operations research techniques to reduce 
the basic uniqueness of people and their values to number without regard 
for the basic rightness of maintaining this uniqueness for its own sake, we 
replace the human values of our culture with a chilling intellectual ab- 
straction. 

Even if this de-humanization of management were not important, we 
would find that in the mathematical methods themselves there are im- 
proprieties in reasoning when we become overly mathematical in manage- 
ment. 


— “Some Limitations on Operations Research”, by George S. 
Odiorne. Michigan Business Review, January 1959 








Corporate 


Taxation 


in Quebec 


JOHN P. KINGHORN 


IN SEEKING an understanding of the 
Corporation Tax Act of Quebec, it will 
be helpful to remember that it is pat- 
terned after the federal Income War 
Tax Act and the regulations pertain- 
ing thereto. Thus a knowledge of 
that Act will assist in an understand- 
ing of the Quebec Act. 

When the Provinces of Ontario and 
Quebec returned in 1947 to the field 
of direct taxation of corporations and 
companies, the basis for the deter- 
mination of income used by the two 
provinces was similar to that used by 
the federal authorities under the In- 
come War Tax Act. The allocation 
of income by Ontario and Quebec was 
on the basis of sales only, whereas the 
federal authorities based their alloca- 
tion on the sales and salaries and 
wages formula. The authorities in 
Ontario and Quebec worked in close 
cooperation, with the result that, de- 
spite differences in the definitions of 
“doing business” (Quebec) and “per- 
manent establishment” (Ontario), 
agreement could usually be reached 
on the basis of allocation of income 
between these provinces so that 
double taxation could be avoided. 


The changes wrought by the In- 
come Tax Act on the Income War Tax 
Act have not always been given effect 
to in the Quebec Act, with the result 
that considerable difference may arise 
in the amount of income determined 
under the two Acts. Ontario, on the 
other hand, has adopted the federal 
basis for the determination of income. 


New Ontario Formula 

In 1957 Ontario once again return- 
ed to the field of direct taxation of 
corporations and companies. At this 
time it was hoped by most taxpayers 
and their accountants that some 
agreement would be reached by the 
various taxing authorities on what 
constitutes taxable income and its al- 
location. However, after the lapse of 
some considerable time, Ontario an- 
nounced a completely new formula 
for allocation of income based on 
shipping point and salaries and wages. 
This was a new concept of allocation 
of income and one which would have 
the effect of greatly increasing On- 
tario’s portion of allocated income. 
The largest percentage of manufac- 
turing in Canada is concentrated in 
Ontario, especially the heavy steel 
and automobile industries, which by 
the nature of their products have a 
large amount of direct shipments. It 
is not likely that, if the other prov- 
inces were levying their own income 
taxes, such a basis would be accept- 
able to them; certainly it was not ac- 
ceptable to Quebec. For example, 
on the basis of shipping point and 
salaries and wages, it is doubtful if 
Quebec or any province except On- 
tario would have derived any income 
tax from the automobile manufactur- 
ing companies despite the large per- 
centage of automobile sales in these 
provinces. Ontario later amended its 
Act so that the allocation of income is 
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now based on the sales and salaries 
and wages formula, but this basis also 
allocates a large share of income to 
the province of manufacture. So far 
it too is unacceptable to Quebec. 

Some of the differences between the 
Corporation Tax Act, Quebec, the 
federal Income Tax Act, and the 
Corporations Tax Act, 1957, Ontario, 
may be dealt with more specifically. 

There are three taxes imposed by 
the Quebec Act: (a) tax on paid up 
capital, (b) additional tax on places 
of business, (c) tax on profits. 

The first question to be decided is 
whether or not a company is taxable 
in Quebec. The Act states that the 
taxes imposed shall be paid by all 
companies, corporations, partnerships, 
business houses and persons doing 
business in this province. 


“Doing Business” 

The definition of “doing business in 
this province” in the Quebec Act is of 
much wider scope than that given to 
“permanent establishment” under the 
Ontario Act or the regulations per- 
taining to the federal Income Tax Act. 
It is this difference which concerns 
the taxpayer as it can result in double 
taxation. Some of the problems arise 
from the inclusion in Quebec’s defini- 
tion of “any room or location where a 
company invited patronage either 
through its name being placed in pub- 
lic view on the property, or by the 
listing of its name in a telephone di- 
rectory, or by an advertisement in the 
press giving the name of the company 
and its address at such a location, and 
any office, room or location situated in 
the province, used by a company as 
its mailing address”. It is doubtful 


if the Minister of National Revenue 
would agree that a taxpayer had a 
permanent establishment in Quebec 


under any of the circumstances quot- 
ed above and accordingly would 
probably maintain that the taxpayer 
had no taxable income as defined in 
section 40(2) of the Income Tax Act. 
It is of interest to note that the Min- 
ister lost a recent case before the Ap- 
peal Board wherein he contended that 
an office in the home of a Quebec 
sales representative of an Ontario 
company was not a permanent estab- 
lishment within the meaning of the 
federal Act. 

By granting its abatement for Que- 
bec taxes to every corporation re- 
quired to pay tax calculated on net 
income to the Province of Quebec 
under the Quebec Corporation Tax 
Act, Ontario has assured a measure 
of relief to those paying income taxes 
in both provinces. 


Taxes on Paid-up Capital and Places 
of Business 

These taxes vary depending on the 
type of business carried on by the tax- 
payer. The various types of business 
specifically mentioned in the Act in- 
clude ordinary companies, banks, in- 
surance companies, navigation com- 
panies and trust companies. The gen- 
eral practitioner deals mainly with 
ordinary companies, and it is pro- 
posed to limit this article to the ap- 
plication of the Act to such compan- 
ies, except where the sections are of 
general application. 

The tax on paid-up capital is 1/10%. 
The tax on places of business in the 
cities of Quebec and Montreal is $50 
each, and on all other places of busi- 
ness in the province $25 each, with 
the exception that where the paid-up 
capital is less than $25,000, the tax on 
places of business is $25 and $20, re- 
spectively. 

The taxes are payable on May 1 in 
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each year for the 12 months ended 
April 30, based on the company’s au- 
dited balance sheet at close of its 
fiscal period in the calendar year 
prior to May 1. In other words, a 
company with a fiscal year ending 
January 31, 1958 would use the figures 
shown on its balance sheet at that 
date to calculate the capital tax due 
May 1, 1959. New companies and 
intra-provincial companies becom- 
ing taxable for the first time pay 
only a proportionate amount calcu- 
lated from the first day of the 
month in which the taxpayer com- 
menced doing business in the prov- 
ince to April 30. It is possible to file 
and pay taxes six months after the 
end of the taxpayer's fiscal year, pro- 
vided an adjustment is made with re- 
spect to the period between the pre- 
scribed time, May 1, and the date of 
filing and payment. 

The paid-up capital upon which the 
tax is payable is the total of capital 
stock, surplus, tax paid reserves, fund- 
ed debt and non-current loans or ad- 
vances less allowances for goodwill, 
investments in other companies, and 
the unamortized portion of bond dis- 
count and expense. 

The Act provides that the Lieuten- 
ant-Governor in Council may, upon 
the Treasurers recommendation, fix 
the tax at a sum less than otherwise 
payable on the capital of any com- 
pany which 
(a) does part only of its business in 

the province; or 
(b) does no business therein other 
than holding securities. 

The Lieutenant-Governor in Coun- 
cil may also make regulations to de- 
termine the part of the paid-up capi- 
tal or revenue which will serve as a 
basis for computation. 


In order to obtain such a reduction 
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in taxes payable, it may be necessary 
to make a request in writing to the 
Comptroller of Provincial Revenue. 
In practice, general regulations are 
not made for the purpose of deter- 
mining the reduction of capital tax to 
be allowed extra-provincial companies 
which carry on business in the prov- 
ince. There are separate orders-in- 
council for each of such companies. 
However, it may be said that, with 
few exceptions, the proportion of 
capital tax payable by these compan- 
ies will be based on the ratio of Que- 
bec sales to total sales. Therefore it 
is not necessary for taxpayers to wait 
until they are assessed before making 
payment of the capital tax. 

The places of business for which 
the place of business tax is payable 
are clearly shown in section 3 of the 
Act. As some of the special ones have 
been mentioned before, no further 
comment is required here. 


Tax on Profits 

The tax on profits is at the rate of 
9% and is levied on all companies do- 
ing business in the province, with the 
exception of trust companies which 
only pay capital tax based on gross 
revenue and place of business tax. 
The tax is payable on the net revenue 
of the fiscal year and is payable— 

(a) One-half, on the day following 
the end of the fiscal year of each com- 
pany subject to such tax, according to 
the estimate made by such company 
of its net revenue for the year; 

(b) The balance on the 15th day 
of the third month following the end 
of each fiscal year, according to the 
estimate of their net revenue then 
made or revised by each company 
subject to such tax. 

If the payments made under the 
above paragraphs (a) and (b) do not 
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cover the entire amount of the tax 
exigible, the remainder must be paid 
not later than the last day of the sixth 
month which follows the expiration of 
the fiscal year for which such tax is 
imposed. 

The taxpayer must file with the 
Provincial Revenue Office such return 
as the Treasurer may prescribe within 
six months of the end of its fiscal year. 
No annual report consolidated so as to 
show the affairs of several companies 
shall be accepted. 

“Net revenue” has the same mean- 
ing as “profits” which include the an- 
nual profits made from a trade or 
other business, interest, rents, royal- 
ties and other periodical receipts. 

We now come (shades of the In- 
come War Tax Act) to— 


Deductions from profits — 

Such reasonable amount as_ the 
Treasurer may allow for depreciation, 
depletion, obsolescence or bad debts. 


Items not deductible — 

(a) Disbursements or expenses not 
wholly, exclusively and necessarily 
laid out or expended for the purposes 
of earning revenue; 

(b) Any outlay, loss or replace- 
ment of capital or any payment on ac- 
count of capital; 

(c) Amounts transferred or credit- 
ed to a reserve, contingent account or 
sinking fund, except such amount for 
bad debts, depreciation, etc., as the 
Treasurer may allow. 

As mentioned before, because of 
the major changes to the Income War 
Tax Act when in 1949 it became the 
Income Tax Act, together with sub- 
sequent amendments and changes in 
the regulations, there can be consid- 
erable difference in the taxable in- 
come determined under that Act and 
the Corporation Tax Act. 


The following are some of the ex- 
penses which receive different treat- 
ment under the two Acts and which 
are treated as follows under the Corp- 
oration Tax Act:— 


1. Depreciation 

This is calculated on the straight 
line method based on the maximum 
rates allowed by the federal Income 
Tax Department in 1947, normally 
one-half of present rates under capital 
cost allowance. Assets must be kept by 
classes and each class divided into 
years of acquisition so that deprecia- 
tion cannot be claimed in excess of 
100% of any year’s acquisition. 


The asset values appearing on the 
books at the beginning of the financial 
period ending in the calendar year 
1947, or when the company becomes 
taxable if subsequent thereto, is the 
starting base for depreciation pur- 
poses provided these values do not 
exceed cost. 


The reserve for depreciation as 
shown on the books of the company 
on the abovementioned date is the 
starting point for building up the con- 
tinuity of such reserve. 


The depreciation allowed is limited 
to the amount calculated on the basis 
of the maximum rates and must be 
put through the books in the year in 
which it is claimed, with the excep- 
tion that amounts put through the 
books in prior years in excess of those 
allowed for tax purposes can be claim- 
ed in years in which the amount put 
through the books does not amount to 
that calculated on the maximum basis. 


If in a loss year or low profit year 
the company accrues less than 50% of 
the normal depreciation, there must 
be accrued in the case of a loss year 
the difference between the amount set 
up and 50%, and in the case of a small 








PAY eg Her ww A 6 swt hoe Fh 


oO-_— 


ti 








CORPORATE TAXATION IN QUEBEC 


profit year a similar amount less an 
amount equal to the assessed profit. 

Effective in 1958 the ruling requir- 
ing the accrual of 50% of normal de- 
preciation in years of loss or small 
profits has been withdrawn. 


2. Business losses 

There is no provision for the carry- 
ing forward or backward of business 
losses. 


3. Expenses of issuing shares or 
borrowing money 
These expenses are not allowed. 


4, Reserves 

There are no provisions similar to 
section 85B of the Income Tax Act, 
the Quebec Act merely providing for 
bad debts, depreciation, etc. 


Allocation of Income 

Another difference lies in the allo- 
cation of income. Quebec continues 
to allocate income on the basis of 
sales only, which was the basis used 
by the other provinces before they en- 
tered into the tax rental agreement 
with the federal government. It 
should also be noted that the alloca- 
tion of sales under certain circum- 
stances differs from that determined 
under the Income Tax Act and the 
Ontario Act. This difference in al- 
location often results in increased 
taxation and is of such interest to the 
taxpayer that it is believed advisable 
to quote the whole of the ruling is- 
sued by the Comptroller of Provincial 
Revenue in 1953. It determines that 
part of the revenue “which shall serve 
as a basis for the tax contemplated by 
section 6 of the Corporation Tax Act”. 
1. In the present ruling, the words 
“The Minister” shall mean the Min- 
ister of Finance of the Province of 
Quebec, and the word “Quebec” shall 
mean the Province of Quebec; 
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2. In the case of real estate compan- 
ies, companies owning and operating 
grain elevators, and companies whose 
operations, in the opinion of the Min- 
ister, exploit the natural resources of 
the province, the part of the total net 
revenue which shall serve as a basis 
for determining the tax imposed by 
section 6 of the Corporation Tax Act 
shall be proportionate to the relation- 
ship in value as between the fixed as- 
sets, goods and supplies situated in 
the Province of Quebec and the total 
fixed assets, goods and supplies shown 
by the inventories of the company; 


3. In the case of every other com- 
pany referred to in section 6 of the 
Corporation Tax Act, the part of the 
total net revenue which shall serve 
as a basis for determining the tax im- 
posed by the said section shall be 
proportionate to the relationship in 
value as between the sales made in 
Quebec and the total sales of the com- 
pany, or to the relationship in value 
as between the gross revenues col- 
lected from clients residing in Quebec 
and the total gross revenues of the 
company; 

4, Sales made by a company, whose 
principal place of business, in the 
opinion of the Minister, is situated in 
Quebec, to purchasers residing in an- 
other Province shall be considered as 
having been made in Quebec unless 
the company has its own office or 
branch in such province and is repre- 
sented by employees residing in that 
province; 


5. All export sales made by a com- 
pany, having in Quebec its principal 
place of business in the opinion of the 
Minister shall, for the purposes of de- 
termining the allocation of sales, be 
considered as sales in Quebec; all rev- 
enues coming from operations carried 
on outside Canada, by a company 
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whose principal place of business, in 
the opinion of the Minister, is in Que- 
bec shall, for the purposes of deter- 
mining the tax based on profits, be 
considered as gross revenues collected 
from clients residing in Quebec. How- 
ever, the sale by a company to a pur- 
chaser residing outside Canada of 
merchandise manufactured by it out- 
side Quebec shall be considered as a 
sale outside Quebec; 


6. Sales by a company, whose prin- 
cipal place of business, in the opinion 
of the Minister, is outside Quebec, of 
merchandise manufactured by it in 
Quebec, to persons residing in another 
country, shall for the purposes of de- 
termining the tax based on profits, be 
considered as sales made in Quebec; 


7. Sales made by a company, whose 
principal place of business, in the 
opinion of the Minister, is in Quebec, 
to the Government of Canada, its 
agencies, and to companies owned by 
the Government of Canada, shall also 
be considered, for the same purpose, 
as having been made in Quebec. 
However, the sale by a company to 
the Government of Canada, its agen- 
cies, and to companies owned by the 
Government of Canada, of merchan- 
dise manufactured by it outside Que- 
bec shall be considered as a sale made 
outside Quebec. 

7a. Sales made to the Government of 
Canada, its agencies, and to compan- 
ies owned by the Government of Can- 
ada, by a company having its prin- 
cipal place of business outside Que- 
bec, shall be considered, for the pur- 
pose of calculating the tax based on 
profits, as sales made in Quebec, if 
the products sold are manufactured 
in Quebec; 

7b. For the purpose of the applica- 
tion of the present ruling, when the 
products or merchandise manufactur- 


ed in the Province of Quebec are sold 
to one or more companies or persons 
of other provinces related directly or 
indirectly to the manufacturing com- 
pany and re-sold by the company, or 
person of such other province to 
clients residing in another country, 
the Comptroller of Provincial Rev- 
enue shall have the right to decide 
that, for the purpose of the computa- 
tion of the tax payable by the manu- 
facturing company, these sales shall 
be attributed to the Province of Que- 
bec; 


8. Notwithstanding anything in the 
Corporation Tax Act to the contrary, 
the provisions of this Order-in-Coun- 
cil shall affect the allocation of sales 
and revenues for the purpose of de- 
termining the part of gross revenue 
and net revenue which will serve as a 
basis for the computation of the tax 
payable by companies in respect of 
profits; the whole affecting sales made 
or revenues received from January 1, 
1952. 

With regard to paragraph 3 above, 
the Act deems all sales to purchasers 
residing in Quebec as sales made in 
Quebec if the company has an office 
or is doing business in Quebec. 

It is impossible in this short paper 
to deal with all the aspects of the 
Quebec Act, especially all the differ- 
ences between the Quebec Act and 
the federal and Ontario Acts. For 
this reason the Quebec Act and its 
rulings will bear study because of the 
difficulties they raise. Even though 
the federal Act accords to Quebec 
corporations a credit on their taxable 
income, it is misleading to think that 
double taxation is in all cases a thing 
of the past. Until there is one defini- 
tion of income earned in the province 
that is acceptable to all authorities, 
the problems will remain. 
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The Accountant’s Part in 


Labour-Management Relations 


THE LABOUR contract is the most im- 
portant and far reaching contract that 
a large unionized industry is called 
on to negotiate. Frequently it is con- 
summated after less constructive 
study by management than a sales 
contract with a single customer; the 
latter affects the profitability of a 
single sale, the former the profitability 
of the whole enterprise. 


The accountant, or the controller, 
has the duty to see that management 
is informed on all aspects of the costs 
of the proposed contracts. He is 
probably best qualified to obtain and 
collate the information necessary for 
formulating management’s policy: 
area rates of pay, rates of pay and 
fringes in the industry, and the cost of 
these fringes. He should cost each 
proposal of the union and, indeed, 
each proposal of the company. He 
should have views on the probable 
effects of these proposed contracts on 
the earnings of the company. 

The public accountant is seldom ex- 
posed to the rigours of the bargaining 
table on behalf of his client. The ac- 
countant in industry frequently finds 
that during the bargaining “season” a 
substantial portion of his whole time 
is consumed in preparing for negotia- 
tions and in attendance at the nego- 
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tiations as a member of the manage- 
ment group. While this time will be 
hard to find in a schedule already 
well filled, it should be recognized 
that these negotiations are of para- 
mount importance to the company. 
The sad part is that the bargaining 
season is likely to spread over many 
months and to include countless day 
long, or night long, sessions in which 
progress toward a solution will be 
entirely absent. Collective bargain- 
ing has become a science and is prac- 
tised skilfully, on a full time basis, 
by the representatives of the large 
national and international labour 
unions; management comes to the 
bargaining table from time to time 
only, and must be aggressive in order 
to meet labour on equal terms. 


Company Negotiating Team 

This team should include at least 
the following: the personnel manager, 
the operations manager (or his depu- 
ty), the controller or accountant. The 
team will be much more effective if 
it includes a representative of top 
management, who might be one of the 
individuals already named; it is im- 
portant that the team includes this 
policymaker, authorized to make de- 
cisions during negotiations. A decision 
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made firmly during negotiations fre- 
quently prevents a small issue from 
becoming a large one. 

It may be desirable to have ex- 
perts in labour law or industrial re- 
lations in attendance, but the bargain- 
ing should be carried on by the com- 
pany representatives. In many of the 
larger companies, management has 
lost contact with employees and now 
meets them face to face only when a 
collective agreement is being negoti- 
ated or renewed; it must not abdicate 
its responsibility of providing leader- 
ship for the employees to the profes- 
sional union organizers. Some, at 
least, of the success of unions in the 
last 30 years can be attributed to 
management’s indifference to the 
problems of the employee in the very 
large organization. 


The Accountant’s Part 

The accountant should present for 
the management team the statistics, 
wage comparisons, and the costs of 
benefits which are under considera- 
tion. He ought to make his presenta- 
tions clearly and simply and be pre- 
pared to explain how they have been 
developed. The accountant will be 
most useful to his team if his principal 
contribution is limited to the debates 
on purely financial matters and those 
contract clauses the cost of which 
can be determined or estimated. The 
operations manager or the personnel 
manager will do the best job of resist- 
ing the attempt to introduce work re- 
striction clauses, “feather-bedding”, 
and crippling seniority restrictions. It 
is true that a bad set of seniority pro- 
visions which make economic and effi- 
cient operation impossible will impose 
terrific costs on the industry; it is, 
however, almost impossible to esti- 
mate these additional costs. The 
arguments arising in these areas tend 


to be ideological and not particularly 
financial, at least on the part of la- 
bour. By restricting his participation 
here, the accountant will make his 
presentation of costs and other statis- 
tics with more effect. 


Pricing the Package 

Labour will have made its demands 
in writing and the accountant will 
have established the price of labour’s 
demands. There are several methods 
of expressing the cost to the company, 
including percentage increase in pay- 
roll and annual cost; but the simp- 
lest, and generally accepted as the 
best, is as a cents per hour increase. 


The increase demanded in the hour- 
ly rate of pay obviously presents no 
problem in pricing the package. The 
so-called fringes, which labour seems 
to assume cost the employer nothing, 
or very little, frequently are the major 
part of the package. Some of these 
fringe benefits can be costed accurate- 
ly enough in a simple manner. In a 
plant where the average rate is $1.80 
per hour, with an 8-hour day, a 10- 
minute coffee break can be said to 
cost 3.84 cents per hour. In the same 
plant a ninth statutory holiday will 
cost about .74 cents per hour. The 
company’s costs in respect of group 
life insurance, and hospital insurance, 
are readily established on a cents per 
standard hour basis. Supplementary 
unemployment benefits are met from 
a fund which is created by company 
contributions on a cents per stand- 
ard hour basis. Pensions have now 
been achieved by many of the 
larger unions and this benefit, while 
putting nothing in the pay packet of 
the employee, is one of the most ex- 
pensive fringes for the company; 
pensions paid for entirely by the em- 
ployer can cost up to 15 cents per 
hour or more. 
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There is, however, a steadily in- 
creasing number of benefits being de- 
manded, the cost of which the ac- 
countant will have to estimate in the 
first instance. Some companies have 
now granted time off with pay for a 
death in the immediate family of the 
employee. When this fringe is first 
demanded, the accountant will not 
have the vital statistics in respect of 
the employees’ families in past years. 
He should develop his estimate of the 
cost on a basis which he can success- 
fully defend, so that the probable 
cost of that particular fringe will not 
be in serious dispute. The argument 
will be limited to whether the fringe 
is to be included in or excluded from 
the package. If this benefit is granted, 
its actual cost will be developed in 
the company’s accounts for use at the 
next renewal of contract negotiations. 
Another fringe being allowed occa- 
sionally, the cost of which, although 
always small, is difficult to forecast 
accurately, is “make-up” pay while 
the employee is on jury duty. Unions 
include such a request in their demand 
principally for bargaining strength: at 
the appropriate moment, in exchange 
for something that is really wanted, 
they will offer to vacate this demand. 
Probably the principal cost of such a 
fringe to the employer is the cost of 
administering adequately the few 
payments that are called up. 

The price of paid vacations be- 
comes complicated when such vaca- 
tions are extended to three weeks 
with ten years service, and four weeks 
after longer service. In our example 
plant, a two week vacation is worth 
7.6 cents approximately. This fig- 
ure does not take into account that 
some of the hours in the year will not 
attract this full vacation cost, being 
hours put in by new employees with 
insufficient service for full vacation 
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entitlement. When the union de- 
mands extension of the vacation priv- 
ilege, the accountant must make a 
calculation of the additional cost to 
the company based on a study of the 
length of service of all employees. In 
a company that has had a large staff 
only in the last seven or eight years, 
three weeks vacation after ten years 
will obviously cost very little in the 
next year or two. The cost in these 
circumstances should be developed 
over a longer period when the service 
distribution will be more typical. A 
new company can grant very generous 
vacations to long service employees 
at no cost whatever for years; this 
type of concession should be vigorous- 
ly resisted. 

The value to the employee (or the 
cost to the company) of shift differen- 
tials, overtime bonuses, Sunday, Sat- 
urday or holiday pay rates is not easi- 
ly expressed as a number of cents per 
standard hour. The accountant will 
be aware precisely of the number of 
second shift hours that have been 
worked, as well as hours worked on 
the premium days, in past periods. 
From this experience he can estimate 
the cost of changes in the rates for 
these hours but at best this can only 
be an estimate because the extent of 
these off-standard hours in the future 
is usually an unknown. The account- 
ant, and the management team, 
should be guided in this area by the 
statistics collected by the accountant 
as to what is general in the district 
and the particular industry. Man- 
agement should resist yielding to a 
demand for an unrealistic premium 
rate simply because it does not ex- 
pect to have many such premium 
hours. This can come home to roost 
directly if it becomes expedient to 
incur premium rates, and indirectly 
such a concession will have an effect 
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on the rates prevailing in the area and 
the industry that will be a factor, pos- 
sibly, in the next renewal of negotia- 
tions. 


Labour will ask every time that the 
period between start of work and at- 
tainment of top rate in the category 
be reduced. With a fairly static work 
force and low turnover this will cost 
little as nearly all will be at top 
rate already. In a growing work 
force, or, more seriously, with a high 
turnover, shortening the period be- 
tween probation and mid rate, and 
between mid rate and top rate, will 
be an important cost to the company. 
The cost, expressed as cents per hour 
of all hours worked, will be difficult to 
forecast as it depends on future la- 
bour turnover as well as probable size 
of the work force during the contract 
period. 


The accountant or the top manage- 
ment representative on the team 
should lead the resistance to labour’s 
desires to interfere in management's 
prerogatives. Unions have attempted 
to limit the company’s right to place 
work in the hands of sub-contractors. 
The accounting executive should be 
best qualified to explain why man- 
agement should never accept this; the 
explanation will properly include the 
point that in the long run what la- 
bour is asking could prove fatal to 
labour itself in the prime contractor’s 
plant. Unions also attempt to restrict 
the employment of outside contractors 
in the plant to make work for main- 
tenance departments, etc. Manage- 
ment must insist on its right to be 
efficient so that it may survive and 
thus continue to offer employment. 
Labour has asked for mutual agree- 
ment on the method of dealing with 
work reductions. Sometimes labour 
favours a reduction in the work week 
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and maintenance of jobs for as many 
as possible, as long as possible. At 
other times labour has insisted that 
full work schedules be maintained 
and that lay-offs take place. The ac- 
countant should insist on manage- 
ment’s right to run the business, and 
can do so while always identifying 
intelligent management with labour’s 
true interests. 


Financial Statements 


The financial statement, other than 
the published statement of a public 
company, will not be available to la- 
bour unless labour has been given ac- 
cess to this information by contract in 
connection with some profit-sharing 
agreement. Any such agreement 
should define precisely the method 
of determining the profit to be shared, 
and the information to be made avail- 
able in connection with this determin- 
ation. The accountant of the company 
should develop this information as ac- 
curately as if he were acting inde- 
pendently; indeed it may be that this 
information is for verification by pub- 
lic accountants. 


Labour frequently demands more 
money for little reason other than the 
company’s apparent ability to pay 
more. The company’s profits should 
not be allowed to become an issue. 
Labour should not be asked to accept 
a substandard rate of pay and thus 
subsidize inefficient management. On 
the other hand, labour should not get 
unreasonably high wages simply be- 
cause management is very efficient 
and is developing high profits. La- 
bour cannot share losses and should 
not share only the profits. 


Costing for Management 

The accountant must keep man- 
agement informed as to the cost to 
the company of all proposals as they 
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are developed in the labour-manage- 
ment negotiations. Whereas in these 
negotiations the discussions will be of 
a cents per hour increase, manage- 
ment will be interested in the cost of 
a productive hour in the plant under 
the new proposals. Only a part of 
the cents per hour increase being ne- 
gotiated will be in the pay envelopes; 
an astonishing part will find its way 
into the overheads. In a recent sur- 
vey by the United States Chamber 
of Commerce of about 1,000 compan- 
ies, fringe benefits ranged up to 50% 
of payroll and averaged 20.3% of pay- 
roll. The average cost of the fringes 
in this group of companies was 39.2 
cents per hour. 


The accountant must forecast the 
labour cost and the overhead rates 
so that product costs can be estimat- 
ed, and selling prices determined. All 
of this needs to be done as negotia- 
tions are proceeding so that man- 
agement’s decisions in respect of the 
labour contract will be made with full 
knowledge of its estimated effect on 
the company’s trading. 


Negotiations 

The management team should enter 
the bargaining arena with the knowl- 
edge of a definite limit beyond which 
the company will not go, even to pre- 
vent stoppage of production. This 
information must be jealously guard- 
ed, and the initial offer by manage- 
ment should be only a small part of 
the maximum adjustment authorized 
by top management. Organized unions 
usually start by demanding exorbitant 
increases in rates of pay, pensions, 
insurance, overtime bonuses, and 
everything else in or out of the exist- 
ing contract. During negotiations the 
union side of the table will appear 
to be making concessions as they 
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modify their original demands which 
were never realistic. 


Management must keep its first of- 
fer low so that something can be 
given in exchange for adjustments on 
labour’s part as negotiations proceed. 
A small part of the package originally 
authorized must be kept under the 
table until the very last moment. It 
is always hoped that agreement will 
be reached before the limit is offered, 
but a deadlock should be permitted to 
occur before the last cent or two is 
disclosed. After the deadlock has 
been reached and a strike seems im- 
minent, if management is able to of- 
fer something, a settlement can fre- 
quently be achieved. At this juncture 
the union bargaining committee needs 
some concession from management in 
order to obtain ratification by the 
union membership. Management 
should be content with continuous 
production within its original target. 


Conclusion 

It is regrettable that such distances 
have developed between manage- 
ments and the employees covered by 
union contracts. The faults are not 
all on one side. It frequently ap- 
pears that the third party to the ne- 
gotiations, the union headquarters, is 
a divisive element. Jurisdictional 
differences, so-called union policy, 
frequently keep labour and manage- 
ment apart longer than seems neces- 
sary or profitable for labour or man- 
agement, or in the public interest. 
There have been so many instances 
of intimidation that one finds it hard 
to believe, sometimes, that the result 
of a union-conducted vote represents 
the true wishes of the workers. The 
Departments of Labour should offer 
to provide facilities for secret voting 
under Department supervision to the 
unions of each province. Votes con- 
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ducted under genuinely independent 
auspices should command the respect 
of the community, which is not always 
the case today. The offer to supervise 
voting should include elections, as 
well as strike votes, and the unions 
should be free to use the services or 
not; public opinion should be the only 
influence on the unions. 


Very large amounts of money are 
collected in the name of organized 
labour. The press has reported in re- 
cent months very disturbing allega- 


tions concerning the application of 
some of these funds by unions in the 
United States. It is hoped that these 
conditions are not present in the Can- 
adian scene. Accountants ought to be 
in the lead in suggesting that unions 
be required to demonstrate financial 
integrity, for the protection of union 
members as well as the community. 
Responsible unions will favour proper 
accounting to members, and indeed, 
the nation, in order to establish or- 
ganized labour as a more respected 
partner in the nation’s industry. 


Beginnings of Paper Currency 


A close link existed at the close of the 17th century between England, 
under King William III, and the prosperous Republic of Holland, whose 
trading prowess and whose Bank of Amsterdam had stirred the imagination 
of many a man of business. In 1694, following the Dutch example, Wil- 
liam Paterson and his associates founded the Bank of England, and from 
that point onwards, though much reliance was still placed on the metallic 
currency, paper money came increasingly into use. Particularly popular 
with the public were the Bank’s first 5-pound and 10-pound notes. 

As time went on many of the disadvantages of paper were realized. 
That it encouraged the forger was soon apparent, for one audacious swindler 
actually printed counterfeit Bank of England notes to the value of 200,000 
pounds before being discovered. The inflationary dangers, too, were demon- 
strated at the time of the Napoleonic wars which, in the most literal sense 
were fought (and by both sides) on paper! Nevertheless, paper notes, in 
various denominations, passed into circulation in an endless flood.’ Gradually 
they became legal tender, not only in England, but in every civilized country 
in the world, intrinsically valueless, but a recognized “store of value” and 


medium of exchange. 
—R. Robert, “The Many Forms of Money”, 


The South African Accountant, September, 1958. 
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Theory and Practice 


DEPRECIATION means different things 
to different people. No small part of 
the resulting disagreement among 
various authorities can be traced di- 
rectly to differences in their notions 
of depreciation. As a concept, depre- 
ciation may be broadened or narrow- 
ed to support almost any reasonable 
theory by merely constructing a defi- 
nition which describes the idea held 
by the particular writer. 

At the outset it is desirable to draw 
a distinction between the physical or 
economic fact of depreciation and the 
subsequent manner in which this fact 
is treated in the accounting records. 
The existence of depreciation is not 
in dispute; it is almost universally ac- 
cepted that a physical asset does, in 
the process of use, wear out. At this 
point it seems of little significance 
that the view of accountants has been 
considerably broadened, in that they 
no longer restrict depreciation to 
physical deterioration. Currently, de- 
preciation is also related to various 
other economic factors, such as plant 
expansion and technological change, 
which cause assets to lose usefulness 
and hence value through inadequacy 
and obsolescence. In drawing atten- 


1 Henry Rand Hatfield, “Accounting”, New 
York: D. Appleton and Co., 1927, p. 130. 
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tion to the certainty or reality of de- 
preciation it is virtually impossible to 
improve upon the often quoted pass- 
age from the late Henry Rand Hat- 
field: “All machinery is on an irresist- 
ible march to the junk heap, and its 
progress, while it may be delayed, 
cannot be prevented by repairs.” 

On the basis of the above distinc- 
tion, the economic fact of deprecia- 
tion can be defined in such terms as 
“lost usefulness”; “expired utility”; or, 
as in the words of George O. May, to 
“describe broadly the cost or expense 
due to all the factors which cause 
ultimate retirement of property inso- 
far as that cost is not included in cur- 
rent maintenance.”? Furthermore, the 
concept of depreciation has wide eco- 
nomic implications quite apart from 
any accounting considerations, or 
even in the complete absence of any 
treatment whatsoever in the account- 
ing records. However, the reporting 
of earnings without a deduction for 
depreciation would certainly be a 
very serious defect. 


Concepts of Depreciation 
From the viewpoint of commcn 
usage it is the value concept that en- 


2 George O. May, “Financial Accounting”, 
New York: Macmillan Co., 1946, p. 118. 
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joys the widest support. The term 
“depreciation” is derived from the 
Latin de meaning down, and pretium 
meaning price, and in popular every- 
day usage simply means a decline in 
value. There is in accounting litera- 
ture, however, a strong trend away 
from this concept because it is so de- 
pendent upon the interpretation of the 
word “value” that, as a concept, it 
must be regarded as vague and im- 
practical. Nevertheless this concept 
continues to enjoy wide popularity. 
The accounting concept of depre- 
ciation may be regarded as represen- 
tative of the “official” position of the 
profession, and of the practice of de- 
preciation accounting as we know it 
today. The American Institute of 
Certified Public Accountants has de- 
scribed depreciation accounting as: 

. a system of accounting which aims 
to distribute the cost or other basic value 
of tangible capital assets, less salvage 
(if any) over the estimated useful life 
of the unit (which may be a group of 
assets) in a systematic and rational man- 
ner. It is a process of allocation, not of 
valuation.® 
The accounting treatment of depre- 

ciation is analogous to the technique 
employed in handling a prepaid ex- 
pense. Both are items for which 
either payment has been made, or an 
obligation has been incurred, in ad- 
vance of the anticipated benefit. It is 
the accountant’s task to allocate this 
cost over the periods which are ex- 
pected to enjoy the benefit. The ac- 
ceptance of the accountant’s concept 
carries with it consent to certain very 
important implications, namely: (1) 
that the depreciation charge, with 
rare exceptions, must be based upon 


8 American Institute of Certified Public 
Accountants, Accounting Terminology 


Bulletins, Number 1, Review and Resume. 
New York: 1953, p. 25. 
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historical cost, and (2) that the book 
value of fixed assets, as shown on the 
balance sheet, has no necessary rela- 
tionship with any sort of economic 
value. 

There appears to be very little 
question with respect to the practice 
of depreciation accounting; it almost 
invariably follows the accounting con- 
cept, as described. It is interesting to 
note, however, that the theories held 
deviate widely from the accepted 
practice. Basically, the fundamental 
distinction between the various con- 
cepts centres around the depreciation 
base. Many feel very strongly that 
this base should be something other 
than historical cost. Replacement cost 
has often been suggested, also cost in 
terms of current purchasing power. 
These suggestions lead directly to the 
various capacity concepts of deprecia- 
tion that are so widely held by busi- 
nessmen and economists as well as 
many accountants. In brief, these con- 
cepts mean that enough funds should 
be withheld from income to insure 
that the company will be able to 
maintain its present level of produc- 
tive or service capacity or, alterna- 
tively, be able to maintain its relative 
position in the industry. 


Depreciation and the Replacement 
of Fixed Assets 

During periods of inflation the de- 
preciation controversy generally be- 
comes more apparent. The difficulty 
would seem to lie in the failure or in- 
ability to report in an acceptable man- 
ner the utilization of fixed assets so as 
to take full cognizance of price level 
changes. The fluctuating dollar cre- 
ates a problem, in that profits record- 
ed in extreme economic times (infla- 
tionary or deflationary) are overstat- 
ed or understated as to true economic 
values. This is due, in part at least, 
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to the fact that depreciation is based 

on a dollar that has a fluctuating 

value. As pointed out by Ralph Cou- 

ghenour Jones in his recent study 

“Effects of Price Level Changes on 

Business Income, Capital and Taxes”: 
the ceiling which limits total depreciation 
on any asset to its historical-dollar cost 
is the one thing which prevents the adop- 
tion of effective measures for recording 
and reporting the effects of inflation on 
real capital exhaustion costs.* 

Many businessmen consider re- 
placement to be a fundamental pur- 
pose of depreciation. There is per- 
haps some justification for this be- 
lief; however, in actual fact, replace- 
ment and depreciation are entirely in- 
dependent phenomena connected only 
by the obvious fact that were it not 
for depreciation, replacement would 
not be necessary. To the accountant 
the replacement of fixed assets is a 
financial problem, admittedly a very 
serious one. Linking this problem 
with depreciation is nothing more 
than a confusion of financial policy 
with accounting procedure. This con- 
clusion is based upon the view of the 
accounting profession that deprecia- 
tion is limited to the rational and sys- 
tematic amortization of capital costs. 
However, if we accept as the purpose 
of depreciation the recovery of costs 
from customers, then there is a close 
relationship between depreciation and 
replacement policies. 

One of the main reasons why so 
many people think of depreciation in 
terms of replacement can be found in 
the answer to the question, “Does de- 
preciation provide funds?” It is true 
that fixed assets do not require an ex- 


* Ralph Coughenour Jones, “Effects of 
Price Level Changes on Business In- 
come, Capital and Taxes”, Columbus: 
American Accounting Association, 1956, 
p. 152. 


penditure of funds, other than for re- 
pairs and maintenance, in the periods 
of use, but only in the periods when 
acquired and/or paid for. The de- 
preciation charge, therefore, is not ac- 
companied by a related expenditure 
of funds. Whether or not it will pro- 
vide funds depends upon the success 
or failure of operations during the 
period. To the company that enjoys 
profitable operations funds received 
during the period will exceed net op- 
erating profits by an amount at least 
equal to the depreciation charged as 
an expense of the period. This excess 
of funds simply becomes an indis- 
tinguishable part of the company’s 
working capital and may be used for 
any of the numerous purposes for 
which working capital is used in a 
business. Many authorities, in sug- 
gesting that depreciation provides 
funds, fail to state the basic premise 
of profitable operations. Deprecia- 
tion charged in a loss year is incap- 
able of generating an equivalent a- 
mount of funds except in the situation 
where the depreciation charged ex- 
ceeds the net operating loss. How- 
ever, depreciation, like any other cost, 
can only be recovered through sales. 
Although the provision of funds is not 
the purpose of the depreciation 
charge, in actual practice, it most cer- 
tainly is the result. 

To the accountant, however, depre- 
ciation is merely an expense for which 
the cash expenditure, or at least the 
obligation, was incurred in some prior 
period. Future replacements will be 
subject to a new series of depreciation 
charges. As a consequence, there is 
no real connection between replace- 
ment provisions and depreciation. 
There is certainly an indirect connec- 
tion; however, this is the result of the 
common practice of passing on the 
depreciation cost to the customer. 
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Disregarding for a moment the vital 
tax angle, the replacement contro- 
versy really comes down to whether 
the additional charge, which will be 
necessary during inflationary periods, 
should be deducted before or after ar- 
riving at net profit. There is certainly 
no objection to an appropriation of 
surplus to cover the added cost of re- 
placement. The significance of such 
a charge is that it tends to prevent 
the dissipation of retained earnings by 
the payment of excessive dividends. 


Accelerated Depreciation 

During recent years renewed inter- 
est has been shown in that group of 
depreciation methods which permit 
a larger write-off during the earlier 
years of asset life than would be ob- 
tainable using the traditional straight- 
line method. The accounting pro- 
fession uses the term accelerated de- 
preciation to describe almost any 
method which accelerates or speeds 
up the amortization of the historical 
cost of a depreciable asset, either by 
shortening the period of write-off or 
by taking larger amounts during the 
early years of normal service life. 
Furthermore, there has been a wide- 
spread trend towards the adoption of 
accelerated methods of depreciation 
within the framework of income tax 
law. In Canada the use of the declin- 
ing balance technique for income tax 
purposes has been permitted since 
1949. The United States, England, 
Sweden, Denmark, the Netherlands 
and many other countries have also 
permitted some form of acceleration 
of depreciation charges for income tax 
purposes. 

Accelerated depreciation escapes 
the criticism which has been made of 
various other plans in that it, like the 
traditional straight-line method, is 
based upon historical cost. Rational- 


ization of the high initial depreciation 
charges is made on the grounds that 
during a period of steadily rising 
prices, accounting profits tend to be 
overstated. Basically, accelerated de- 
preciation is not designed to compen- 
sate for the effects of price level 
changes, even though in effect it may 
do so to a limited extent. However, 
the desire to minimize profits and 
hence income tax payments, and to 
hold back earnings to cover increased 
replacement costs, may leave wide 
latitude for the abuse of an accelerat- 
ed depreciation method. Excessive 
depreciation is contrary to the funda- 
mental purposes of accounting, for its 
effect is to conceal the amount of 
profits. In addition, it is known to 
create what is termed a “secret re- 
serve’. Inasmuch as depreciation, at 
least in the accounting sense, deals 
with cost and not with value, it fol- 
lows that the accelerated methods 
will tend to create an even more seri- 
ous understatement of the book value 
of depreciable assets. 


The traditional premise upon which 
accelerated depreciation methods seek 
their justification stems from a con- 
sideration of the total cost incurred 
while utilizing a depreciable fixed as- 
set. This total cost incurred will in- 
clude the annual depreciation charge 
plus the expenditures for repairs and 
maintenance. It is reasonable to as- 
sume that repairs will increase as the 
asset approaches the end of its useful 
life. Inasmuch as accelerated depre- 
ciation methods result in a larger 
charge during the early years, the 
combined total of depreciation, main- 
tenance and repairs should result in a 
reasonably uniform charge throughout 
the useful life of the asset. However, 
it is perhaps debatable whether such 
a degree of uniformity is attainable 
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and, if so, necessarily desirable in ac- 
counting records. The premise of this 
theory, that repairs will increase in an 
amount equal to the decrease in the 
depreciation charges, is of question- 
able validity. 

An additional argument that at- 
tempts to justify accelerated deprecia- 
tion is the realization that obsolesc- 
ence may actually be a more important 
consideration than asset life in deter- 
mining depreciation policy. The rapid 
technological advancements of recent 
years add considerable strength to 
this viewpoint. 


Income Tax Considerations 


Many of the strongest arguments 
in support of accelerated depreciation 
are based upon income tax considera- 
tions. Regardless of the government's 
purpose in allowing the use of de- 
clining balance depreciation for in- 
come tax purposes, in the majority of 
cases the result has been tax relief. 
If it is assumed that the present tax 
law will remain in effect, and that the 
company will continue as a going con- 
cern, accelerated depreciation will 
yield a definite tax advantage. With 
a single asset, tax benefits in the ear- 
lier years are followed by correspond- 
ingly higher tax payments as annual 
depreciation charges decline. The 
effect is not the same, however, when 
a growth factor is introduced, inas- 
much as tax savings accumulated dur- 
ing the earlier years tend to become 
permanent, so long as the net amount 
of depreciable assets does not decline. 
Under such circumstances, excluding 
the possibility of liquidation, the ini- 
tial savings are never repaid. Further- 
more, the shift in timing accomplished 
by the use of the declining balance 
technique takes on added importance 
because of the time value of money. 
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A dollar on hand is certainly more 
valuable than a dollar that will not 
be received until some future date. 
The amount involved in this particu- 
lar case is the tax saving or defer- 
ment. 

While the Canadian system of de- 
clining balance depreciation for in- 
come tax purposes was devised for 
administrative convenience, one of its 
most significant effects has been the 
capital investment incentive it has 
provided. The period subsequent to 
its enactment has been characterized 
by a phenomenal rate of economic 
growth. It is extremely difficult, how- 
ever, to separate the effect of declin- 
ing balance depreciation from the ef- 
fects of various other economic fac- 
tors. The current price inflation, for 
example, would require an increasing 
annual dollar expenditure to merely 
maintain a constant stream in terms 
of real investment. Capital generally 
will be provided for the truly worth- 
while project. If the project is not 
worthwhile, tax advantages alone will 
not launch it. Regardless of the in- 
centive value of the declining balance 
provisions, they have effectively re- 
moved what was previously a deter- 
rent to capital investment in depre- 
ciable assets. 


Conclusion 

In the area of depreciation account- 
ing there is still need for considerable 
research. Even the most cursory ex- 
amination of accounting literature 
clearly indicates that the subject of 
depreciation is one of the most con- 
troversial topics in accounting theory. 
The basic problem is that the depre- 
ciation charge is being asked to serve 
too many purposes, not all of which 
are compatible one with the other. 
Businessmen tend to regard depre- 
ciation as an inadequate source of re- 
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placement funds. They also look up- 
on depreciation as a device for mini- 
mizing income taxes, especially in the 
short run. To the accountant, depre- 
ciation represents an allocation of cost 


government taxation authorities to re- 
gard depreciation as a device for in- 
fluencing business activities. At times 
these various objectives ascribed to 
depreciation are bound to clash. It is 
inevitable that some will be destined 


essential to the measurement of pro- 
fits. In recent years there has been 
evidence of a tendency on the part of 


to failure. 


Steps in Judgment Formation 


The procedure of judgment formation in auditing must of necessity 
commence with the individual propositions which in the aggregate make up 
the financial statements. Only after these have been reviewed and judged 
is an auditor in position to make his important, overall judgment. Four 
closely related but distinct steps are necessary to prove or test any individual 
proposition. They are (1) recognition of the proposition, (2) collection of 
pertinent evidence, (3) evaluation of the evidence and (4) formation of an 
opinion as to the conformity of the proposition with events as the auditor 
understands them. 

The audit program plays a major role in recognizing individual proposi- 
tions and providing for the collection of pertinent evidence. Auditors do not 
follow the practice of making a detailed list of the many propositions before 
them in an examination and then checking them off one by one as they 
obtain evidence. They are accustomed to thinking of propositions and deal- 
ing with them in groups. To illustrate, the apparently simple assertion 
“Trade Accounts Payable — $17,000” involves important subsidiary proposi- 
tions with respect to classification, cut-off, and correlation with inventory 
and purchases amounts. Some of these may be given individual treatment 
in the audit program; others may be cared for almost automatically in con- 
nection with tests of other propositions. This does not bother an alert, experi- 
enced, competent practitioner; it could, of course, prove a real stumbling 
block to an inexperienced or improperly trained assistant. 

The ability to recognize the component propositions in financial state- 
ment assertions, to evaluate their significance, and to select appropriate pro- 
cedures to obtain pertinent evidence on each is not a capacity possessed 
equally by all. Without a carefully planned program to guide him, a novice 
might well overlook less obvious but none the less significant propositions. 
Because of the large number of varying propositions included within a set of 
financial statements, even an experienced auditor may fail to identify and 
consider them all unless he makes a point of carefully reviewing the ade- 
quacy of the audit program in these terms. 

—R. K. Mautz, “Evidence, Judgment and the Auditor’s Opinion”, 
The Journal of Accountancy, April 1959. 
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Auprror’s RESPONSIBILITY FOR THE 
VALIDITY OF THE INVENTORY FIGURE 


Gertrude Mulcahy, C.A. 
C.1.C.A. Research Associate 


As explained in Bulletin No. 15, the 
Committee on Accounting and Audit- 
ing Research of the Canadian Insti- 
tute of Chartered Accountants has 
generally limited its bulletins on au- 
diting to matters of professional 
standards and the forms of auditors’ 
reports, in which a measure of uni- 
formity is desirable. Auditing pro- 
cedures are considered to be appro- 
priate subjects for bulletins only when 
the exceptional nature of a problem 
calls for formal recognition of an ac- 
ceptable practice. To date, the com- 
mittee has issued two bulletins on 
matters falling in this latter category: 
Bulletin No. 7 on the procedures re- 
lating to inventories, released in Oc- 
tober 1951, and Bulletin No. 15 on the 
procedure of confirmation of accounts 
receivable, released in April 1958. 


The committee recognizes that, for 
the bulletins to effectively accomp- 
lish their desired purpose, they must 
be reviewed periodically to make sure 
that they are up to date and reflect 
current practices and trends. Recent 
research into the procedures general- 
ly followed by practising members of 
the Institute with respect to inventor- 
ies has indicated that Bulletin No. 7 is 
somewhat behind current practice in 
the area of auditing procedures relat- 
ing specifically to the physical exist- 
ence and condition of the inventories. 
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In Bulletin No. 7, the committee 
stated that: “Except in the case of 
companies filing with the Securities 
and Exchange Commission in the 
United States, it cannot be said that 
generally accepted auditing proced- 
ures in Canada at the present time 
require attendance by the auditor at 
the physical stocktaking. However, 
there is an increasing tendency on the 
part of auditors in Canada to adopt 
this practice because of its usefulness 
in evaluating the system of internal 
control.” 


In the spring of 1957, the C.I.C.A. 
Research Committee conducted a sur- 
vey of opinions and practices of two 
hundred practising members, which 
was designed to provide information 
as to whether or not the trend, indi- 
cated in 1951, had reached the pro- 
portions of general acceptance, From 
the answers received to the question- 
naire, it was evident that a substan- 
tial proportion of the group contacted 
felt that observation of the client's 
stocktaking should be standard prac- 
tice and that, in fact, this practice had 
already been adopted extensively. 


Subsequent discussions at Provin- 
cial Institutes’ annual meetings and 
the 1958 annual conference of the 
C.1.C.A. disclosed general agreement 
in the profession that attendance at 
stocktaking should be regarded as 
standard practice and that there was 
a need for a pronouncement to this 
effect by the Committee on Account- 
ing and Auditing Research. These 
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discussions and the committee discus- 
sions which followed brought out the 
fact that a lack of understanding of 
the objectives and techniques of this 
practice was probably one of the main 
factors which had impeded the pro- 
gress of its acceptance. The commit- 
tee felt that a greater understanding, 
on the part of practising members and 
their clients, would extend the recog- 
nition of this procedure as the most 
useful and conclusive means by which 
the auditor can satisfy himself as to 
physical existence and condition of 
the inventory. Therefore, in recom- 
mending the adoption of attendance 
at stocktaking as standard auditing 
practice, the committee paid particu- 
lar attention to the need for adequate 
explanations of both of these points. 


The committee felt that, rather than 
issue a separate bulletin on attend- 
ance at physical stocktaking, it would 
be desirable to incorporate all recom- 
mendations relating to auditors’ re- 
sponsibilities with respect to inven- 


tories into one bulletin. Bulletin No. 
16 is, therefore, a revision of Bulletin 
No. 7, confirming the practices ap- 
proved in the earlier bulletin and ex- 
tending the committee’s formal recog- 
nition to include attendance at physi- 
cal stocktaking as standard auditing 
practice where stock-in-trade is a sig- 
nificant item in the financial position. 
The committee, of course, recog- 
nizes differences in methods and 
scope of carrying out this procedure. 
It also acknowledges that there are 
circumstances in which attendance at 
stocktaking is not practical. How- 
ever, in such cases, the auditor must 
decide whether or not he can be rea- 
sonably satisfied by the use of other 
procedures, for the bulletin states that 
if the auditor has not satisfied himself 
as to the physical existence of the in- 
ventory he should qualify his report. 
The bulletin carries the customary 
warning that it should not be consid- 
ered of retroactive effect or applicable 
to items of little or no significance. 


C.1.C.A. Research Bulletin No. 16 
May 1959 


(Superseding Bulletin No. 7) 


THE AUDITOR’S RESPONSIBILITY FOR THE VALIDITY 
OF THE INVENTORY FIGURE 


1. In 1951, the Committee on Ac- 
counting and Auditing Research is- 
sued Bulletin No. 7, which gave for- 
mal recognition to the generally ac- 
cepted auditing procedures in Canada 
at that time in respect of inventories. 
The committee is satisfied that audit- 
ing procedures have developed con- 
siderably in the intervening years and 
that, as a result, Bulletin No. 7 does 
not reflect current generally accepted 
practices. 


2. The present bulletin again em- 
phasizes the auditor’s responsibility 
for the validity of the inventory fig- 
ure and extends the committee’s form- 
al recognition of acceptable practices 
to include auditing procedures relat- 
ing to the physical existence of the in- 
ventory. The committee believes, al- 
so, that there is a need to clarify the 
status of the procedure of attendance 
at physical stocktaking. 
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Auditor’s Responsibility 

8. It is generally recognized that 
the inclusion in the balance sheet of 
the words “as determined and certi- 
fied by management” or words of 
similar import with reference to the 
inventory does not relieve the auditor 
of responsibility. In the committee’s 
opinion, such phraseology tends to be 
misleading and its use should be 
avoided. 

4, Financial statements are the rep- 
resentations of management even 
though, in some instances, the state- 
ments may have been prepared by the 
auditors. The responsibility of the 
auditor is to report upon the state- 
ments as prepared, basing his opinion 
upon his independent examination. It 
follows that, while the inventory of 
stock-in-trade as set out in the finan- 
cial statements is primarily the re- 
sponsibility of the management, the 
auditor cannot ignore his own respon- 
sibility to satisfy himself as to the 
validity of the client’s representations 
as to inventories and of the inventory 
records. In brief, while the auditor 
does not take, determine or supervise 
the inventory, he must be reasonably 
satisfied as to the physical existence 
and condition of the goods, the own- 
ership, the pricing and the arithmeti- 
cal accuracy of the calculations. 


Procedures in Canada 

5. In 1951, the committee pointed 
out that generally accepted auditing 
procedures in respect of inventories 
include: (1) a review of the methods 
followed in the determination of 
quantities and values, (2) the testing 
of the inventory quantities with con- 
firmatory evidence such as rough 
count sheets, perpetual stock records, 
etc., and (3) the testing of the pricing 
of the inventory and its clerical ac- 
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curacy. The committee confirms its 
approval of these procedures as ac- 
ceptable practices and emphasizes 
that such tests should be sufficient in 
scope to satisfy the auditor that the 
stated basis is being followed and to 
determine whether or not the basis is 
consistent with that of the previous 
year. 


6. With the increasing recognition 
of the auditor’s responsibility for the 
validity of the inventory figure, ad- 
vances have been made in procedures 
to substantiate the physical existence 
and condition of the inventory. In- 
spection of stock-in-trade has become 
generally recognized as the most use- 
ful and conclusive procedure by 
which the auditor can satisfy himself 
in this respect. 

7. It is recognized that the auditor 
could not be expected to possess the 
specialized technical knowledge re- 
quired, in many cases, to establish 
absolute assurance of the existence of 
goods of a specified quality, grade 
and condition. Therefore, useful in- 
spection of the goods by the auditor 
will require the exercise of reasonable 
care and skill and good judgment ra- 
ther than the expert technical knowl- 
edge of the goods which would be ex- 
pected of an appraiser or valuer. 


8. In practice, inspection of stock- 
in-trade by the auditor varies in ex- 
tent and in procedure. Normally, the 
inspection applies only to the more 
significant items in the inventory but, 
occasionally, it is extended to cover 
all of the goods. Generally it is car- 
ried out at the time of the client’s 
physical stocktaking but, in some in- 
stances, it is done at another time. 
Usually, the checking of quantities is 
accomplished most conveniently by 
observing and noting the counts made 
by the client’s staff, but actual test 
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counts are often undertaken by the 
auditor, before, during or after the 
client’s physical stocktaking. 


Attendance at Physical Stocktaking 

9. Observation of the client’s physi- 
cal stocktaking, whether this is at the 
year-end or some other date, is con- 
sidered to be the most generally use- 
ful of the various inspection proced- 
ures. The techniques and the objec- 
tives of this procedure are not always 
well understood but the committee 
believes that greater understanding, 
on the part of practising members and 
their clients, will extend the use of 
this valuable procedure. 

10. Attendance at __ stocktaking 
should not be interpreted as implying 
mere physical presence but rather as 
consisting of such observation of pro- 
cedures, of counts, and of general con- 
dition of the goods as will enable the 
auditor to form an opinion on the 
representations of management as to 
quantity and condition. It is desir- 
able that a review of the methods to 
be used by the client in the stock- 
taking be made in advance. Such re- 
view and observation permit an evalu- 
ation of the effectiveness of internal 
control as applied, not only to the 
book records, but also to the proced- 
ures of taking physical inventories. 


Other Procedures 

1l. The judgment of the auditor, 
in the light of the circumstances, will 
determine the audit procedures to be 
applied in each case. For example, if 
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goods of significant value are stored 
at locations which it is not convenient 
for the auditor to visit, he may ap- 
point representatives to attend the 
client’s physical stocktaking on his 
behalf. In some cases, if the account- 
ing system provides a good internal 
control over the inventories, test 
counts of inventory items or inspec- 
tion of stock-in-trade, without test 
counts, at some time other than at 
the time of stocktaking, combined 
with other procedures to confirm the 
existence of the goods, may provide 
satisfactory alternatives. In other 
cases, such as that of goods in transit 
or goods in independent warehouses, 
the auditor can satisfy himself as to 
the existence of the stock-in-trade by 
means of documentary evidence. 


Conclusion 

12. It is the view of the commit- 
tee that, in addition to the audit pro- 
cedures set out in paragraph 5, at- 
tendance by the auditor at the stock- 
taking, whether this is at the year-end 
or at other times, should be regarded 
as standard auditing practice where 
stock-in-trade is a significant item in 
the financial position, unless such at- 
tendance is not practical in the cir- 
cumstances. If the auditor has not at- 
tended the stocktaking, he should sub- 
stitute other satisfactory procedures 
such as those outlined in paragraph 
11. 

If the auditor has not satisfied him- 
self as to the basis of valuation and 
the physical existence of the inven- 
tory, he should qualify his report. 


COMMITTEE ON ACCOUNTING AND AUDITING RESEARCH, 1958-59 
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Tax Review 


(This is the second article in the 
series dealing with non-residents in- 
vesting in Canada. ) 


Non-RESIDENT-OWNED INVESTMENT 
CorPORATIONS 


Canada’s federal government has 
accorded special tax treatment to a 
certain type of corporation to roughly 
equalize the taxation of non-residents 
who derive investment income from 
Canada whether directly or through 
the medium of a Canadian holding 
company. Often a non-resident will 
desire to make use of the legal and 
operating benefits of incorporation 
and to facilitate this as well as to en- 
courage investment in Canada and 
the retention of investment earnings 
in the country, the Income Tax Act 
provides for a tax of only 15% upon 
the income of non-resident-owned in- 
vestment corporations. 


A Canadian company may acquire 
the special tax status of a non-resi- 
dent-owned investment corporation 
(NRO company) if its income is de- 
rived from investments and it is own- 
ed by non-residents. The non-resi- 
dent ownership must extend to 95% of 
all the issued share capital and 100% 
of the funded indebtedness. Such 
companies pay tax at the rate of 152 
on their net income without any de- 
duction for interest expense, and divi- 
dends or interest paid to non-resi- 
dents are not subject to the usual 15% 
withholding tax. 


One obvious advantage of an NRO 
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company is that in many cases it per- 
mits non-residents to accumulate in- 
come in Canada without being requir- 
ed to pay the income and other taxes 
that would be exigible in their native 
countries if the income were received 
directly. Added to this are the usual 
legal and operating benefits of in- 
corporation. 

The outstanding features of the 
taxation applying to NRO companies 
may be summarized as follows: 

(1) The company electing is subject 
to a special tax rate of 15%. 

(2) The taxable income is computed 
on a basis somewhat different 
from that applying to ordinary 
corporations in that no deduction 
is permitted in respect of interest 
on its bonds, debentures, securi- 
ties or other indebtedness nor 
can losses of prior years be ap- 
plied against current income. 
Also, contrary to usual Canadian 
practice, dividends received from 
resident Canadian corporations 
and certain other specified corp- 
orations, such as 25%-owned for- 
eign companies, may not be ex- 
cluded from income, although 
dividends and interest from other 
NRO companies may be so de- 
ducted. On the other hand, for- 
eign income taxes paid may be 
deducted from income rather 
than from the tax payable. 

(3) Interest and dividends paid to 
non-residents of Canada are not 
subject to a deduction of the 
usual 15% non-resident tax. 
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Definition 

The definition of and special rules 
concerning non-resident-owned invest- 
ment corporations are contained in 
section 70 of the Income Tax Act 
(Canada) while the rules concerning 
the election to be taxed as such are 
contained in Part V of the Income 
Tax Regulations. 


Federal Tax 

The company annually files form 
T2, which is used by all corporate tax- 
payers. In addition to the usual in- 
formation, it is required to attach a 
certified statement showing any 
changes during the year in the holders 
and beneficial owners of its shares 
and bonds, etc., to provide continuity 
with the statements submitted with 
the original election. 


NRO companies must declare their 
income from all sources whether or 
not it is brought into Canada, from 
which they may deduct the expenses 
incurred to earn such income with the 
following exceptions: 

(a) Interest paid on bonds, deben- 
tures, securities or other indebt- 
edness may not be deducted. 
This rule applies to interest paid 
to both residents and non-resi- 
dents and also to interest paid 
on amounts not forming part of 
the funded indebtedness (e.g., 
bank and mortgage loans). 
Expenses incurred to earn non- 
taxable income are not deduct- 
ible. The principal non-taxable 
income which is likely to arise 
would be dividends and interest 
from other NRO companies. The 
procedure is to disallow that per- 
centage of total expenses which 
the non-taxable income bears to 
the total gross income. 

(c) Depletion allowances are permit- 
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ted on dividends received from 
Canadian mining, petroleum and 
natural gas companies. 


Unlike ordinary Canadian corpora- 
tions, NRO companies cannot deduct 
from net income dividends received 
from other taxable Canadian compan- 
ies, dividends from non-resident com- 
panies in which they have an interest 
of more than 25%, charitable donations 
and business losses of other years. 
However, they are permitted to de- 
duct: 

(i) Dividends and interest received 
from other NRO investment com- 
panies. 

(ii) Income taxes paid to foreign 
governments in respect of in- 
come for the year derived from 
sources in such countries. 


The method of calculating the tax 
liability of an NRO company is illus- 
trated by an example (p. 439). 


Sources of Income 

While most NRO companies will 
derive their income from dividends 
and interest, they may also derive 
income from real estate, patents and 
other specified sources. Care must 
be exercised, however, to ensure that 
all the income is derived from the 
sources specified in the Act as the 
smallest deviation will prevent a com- 
pany from obtaining NRO status and 
will disqualify those that have obtain- 
ed it previously. Commissions or 
guarantors fees will not qualify as 
NRO income, even if they arise from 
the lending of securities. Similarly, 
the receipts of management fees 
would disqualify a company claiming 
NRO status. 

The advantages of NRO status for 
holding real estate in Canada are 
quite substantial as the tax is confin- 











TAX REVIEW 


Revenue 
Dividends from NRO companies 
Dividends from Canadian companies 
Interest from Canadian companies . 
Foreign interest and dividends (gross) 


Expenditure 
Interest on bonds and bank loans 


Foreign taxes paid or deducted at source 


General expenses (apportioned ) 


Net income 


Tax at 15% 


ed to 15% of the net income (after 
depreciation) as opposed to the 15% 
of gross income ordinarily applicable 
to non-residents or the normal tax 
rates where an election is made to be 
treated as a resident of Canada. The 
advantages of real estate holding are 
substantially reduced, however, by the 
requirement that not more than 10% 
of the gross income may be derived 
from rents. While the term “rents” 
presumably applies to real property 
only, there is some doubt as to 
whether it might not also apply to 
hire of chattels and charter-party fees, 
with the result that, while the advant- 
ages are substantial, only a small part 
of the company’s business may con- 
sist of such income. 


With respect to patents and simi- 
lar property, no restrictions exist as to 
the maximum percentage of income 
which a company may have without 
losing its NRO status. As a result, 
such companies may be set up to hold 
patents and other intangible rights 
exclusively. The income derived 
through royalties would be taxable at 


CALCULATION OF TAX OF NRO COMPANY 







Non- 
taxable Taxable Total 
5,000 5,000 
7,000 7,000 
2,000 2,000 
6,000 6,000 
5,000 15,000 20,000 
2,000 2,000 
1,000 1,000 
1,000 8,000 4,000 
3,000 4,000 7,000 
$2,000 11,000 13,000 

$1,650 : 








the 15% rate, but only after the deduc- 
tion of operating expenses, foreign tax 
payments and depreciation, if any. 
The cost of patents or limited fran- 
chises and concessions may be amor- 
tized over their life with a consequent 
reduction in the tax upon the royalty 
income or, if such an asset is acquired 
by way of gift, the fair market value 
may be used for amortization pur- 
poses. Irrespective of the amortiz- 
able cost, however, patents and other 
similar rights may be purchased by 
NRO companies for substantial sums 
which can be paid for out of earn- 
ings after the 15% tax, thus converting 
ordinary income into capital gains for 
the vendor who, while theoretically 
disposing of them, still maintains full 
control through share ownership. 


Distributions 

There are no provisions in Canadian 
tax law for the enforced distribution 
of surplus nor are there any taxes im- 
posed if earnings of a corporation are 
accumulated indefinitely. However, 
where it is desired to make distribu- 
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tions to shareholders, it should be 
noted that dividend and interest pay- 
ments may be made by NRO com- 
panies without attracting any fur- 
ther Canadian taxes including the 
non-resident tax normally withheld at 
source. Furthermore, no tax is ex- 
igible where the dividend or interest 
payments pass through a Canadian 
trust. This permits non-residents to 
hold shares in NRO _ companies 
through the medium of a Canadian 
trust which is sometimes considered 
advantageous in case of war or other 
hazards, 

In cases where the company has not 
always had NRO status, special rules 
appiy to determine whether the 15% 
non-resident tax is exigible. General- 
ly speaking, the non-resident tax is 
applicable until the earnings accumu- 
lated before NRO status was acquired 
are exhausted. Where distributions 
are made to Canadian residents, who, 
of course, cannot represent more than 
5% of the share capital, the income is 
treated in the same manner as income 
from an ordinary Canadian company. 


General 

Non-residents should take care that 
the Canadian corporation which they 
organize is recognized as a separate 
taxpaying entity by their own tax 
authorities so that its income will not 
be taxed in their own country until 
actually distributed. For instance, 
United States citizens and residents 
are taxed on all of the income of a 
“foreign personal holding company” 
whether or not it is paid out in divi- 
dends. Similarly, individuals in the 


United Kingdom may be taxed on in- 
come derived from assets transferred 
abroad and companies may find that 
their foreign subsidiaries are taxed 
as resident companies. In such cases, 


the tax advantages of an NRO com- 
pany may be limited. 

It is also necessary to consider the 
tax treatment of foreign income in the 
country in which the shareholders of 
an NRO company reside, as the crea- 
tion of such a company could deprive 
the shareholders of valuable tax cred- 
its. For instance, individuals and cor- 
porations resident in the United King- 
dom may claim tax credits in respect 
of the income and non-resident taxes 
paid by a Canadian company from 
which they receive dividends. If the 
shares of an ordinary Canadian com- 
pany are held directly by residents of 
the U.K., credits would be available 
(to the extent of the effective U.K. 
rate) for the corporation income tax 
which ranges up to 47% and the non- 
resident tax of 15% if applicable. If the 
shares of this ordinary Canadian com- 
pany were owned by an NRO com- 
pany which was, in turn, owned by 
residents of the U.K., the credit would 
be restricted to the 15% NRO tax. On 
the other hand, no such problems 
exist with respect to United States 
corporations as they are entitled to 
claim a credit in respect of the for- 
eign taxes paid by a 50%-owned sub- 
sidiary of a foreign parent as well as 
the foreign taxes paid by the foreign 
parent itself if the U.S. corporation 
owns at least 10% of its stock. How- 
ever, as far as individual citizens of 
the United States are concerned, they 
may only claim a credit in respect of 
the non-resident tax paid on their be- 
half by the foreign company. As the 
15% NRO tax is not a non-resident in- 
come tax, no credit would be avail- 
able for individual U.S. shareholders. 


In certain circumstances, other non- 
resident withholding taxes may be a 
factor in favour of the formation of 
an NRO company. Canada has en- 
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tered into reciprocal tax conventions 
with various countries which limit 
the rate of withholding to 15% on 
dividends and interest. By organiz- 
ing an NRO company in Canada, 
withholding taxes will be limited to 
15% on dividends and interest receiv- 
ed from such countries. For example, 
the United States of America imposes 
a withholding tax of 30% on dividends 
paid to countries with which it does 
not have a reciprocal tax convention. 
Where the dividends are paid to a 
Canadian NRO company, the rate can- 
not exceed 15% so that the combined 
U.S. and Canadian tax will amount to 
only 27.75% instead of 30%. Difficul- 
ties will arise, however, if more than 
50% of the income of the NRO com- 
pany is derived from U.S. sources as 
it may be treated as a foreign person- 
al holding company and additional 
U.S. taxes imposed. 


Another factor to be considered is 
the Canadian withholding tax itself. 
The maximum rate in Canada is 15%, 
the same as the NRO tax, but this is 
reduced to 5% in the case of divi- 
dends paid by a wholly-owned Can- 
adian subsidiary which meets certain 
qualifications. Under the tax agree- 
ment concluded between Canada and 
the United Kingdom, no withholding 
tax is exigible where all the shares of 
the Canadian company are owned by 
the U.K. parent. If the parent com- 
pany is resident in the U.S., the Can- 
ada-U.S. agreement reduces the rate 
to 5% so long as the parent company 
owns 51% of the voting stock of the 
Canadian company, or the parent, in 
association with three other U.S. corp- 
orations each owning at least 10%, 
owns 51% of the Canadian company. 


The type of asset or investment to 
be held by the NRO company must 
also be taken into consideration. Divi- 
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dends received by an ordinary Can- 
adian company from another Cana- 
dian company not exempt from tax 
are deductible in computing taxable 
income. Also exempt are dividends 
received from a foreign business corp- 
oration or non-resident company if 
more than 25% of the voting stock is 
owned by the receiving corporation. 
Thus, if the preponderance of assets 
is of this type, it may not be advan- 
tageous to elect to be taxed as an 
NRO company because such compan- 
ies may not exclude this type of divi- 
dend. However, interest and other 
income is subject to the ordinary cor- 
poration income tax which is 20% on 
the first $25,000 and 47% on any ex- 
cess. Consequently, to determine 
whether NRO or ordinary status is 
preferable in a given situation, a care- 
ful inquiry is necessary. Not to be 
overlooked is the fact that when 
dividends are paid, no withholding 
tax is exigible in the case of NRO 
companies whereas the usual rates 
apply to dividends paid by ordinary 
Canadian companies. If the company 
in the example illustrated previously 
were to be treated as an ordinary 
Canadian corporation, the income tax 
payable would be $280 only, calcu- 
lated as follows: 








Gross revenue .... 20,000 
Deduct: 
Non-taxable dividends 12,000 
Interest and general 
expenses (apportioned) 2,400 14,400 
Taxable income $ 5,600 
Tax thereon: 
20% on the first $25,000 1,120 
Less: 
Foreign tax credit— 
6,000 
——— X 1,120 = . 840 
$ 280 
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While the tax of $280 is less than 
the $1,650 payable if the company 
elected to be treated as an NRO com- 
pany, there would be a 15% non- 
resident withholding tax payable on 
the distribution of the earnings 
amounting to some $1,908. Therefore, 
consideration must be given as to 
whether the income is to be left in 


Canada or paid out and also to the 
laws of the country of residence as 
to the treatment and tax allowances 
for such income. 

(A subsequent article will deal with 
foreign business corporations, provin- 
cial taxes, estate taxes and the effect 
of tax agreements with other coun- 
tries. ) 


Income Tax Forms in Japan 


The London “Evening News” recently published this report from its cor- 
respondent in Tokyo: 

If you were living in Japan you would be thinking of hiring an “elec- 
tronic brain” at this time of year. And wishing you were back in England, 
where those “simple” four-page tax return forms are the rule. 

For this is income tax time in Japan and millions of Japanese and 
hundreds of Europeans are wrestling with an eight-page tax form that makes 
British tax forms look as simple as Mother Goose’s nursery rhymes. 

Sample paragraph: “Take the appraised value of your house, multiply 
it by the floor space you occupy, divide it by the total floor space, multiply 
the result by the number of days during 1958 in which you were a resident 
taxpayer, divide the answer by 365, multiply that by 108 and divide the 
answer by 100.” 

More than mathematical gymnastics are required if you report less money 
spent in Japan than the sum required after multiplying and dividing the value 
of your house six times. 

The income return asks this simple question: “Are you a permanent resi- 
dent of Japan?” : 

But the fog moves in when the questionnaire explains: “Foreigners who 
began their present term of residence after September 2, 1945, are not 
permanent residents unless their answer is ‘Yes’ to this question.” 

- Taxes, April, 1959 
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Practitioners Forum 


MERGERS 

(1) Viewpoint of the large firm 

In recent years, a substantial num- 
ber of accounting firms have merged. 
One merger involved two “national” 
firms, and several “local” firms have 
joined together. Most frequently per- 
haps a one-office “local” firm merges 
with a multi-office, Canada-wide “na- 
tional” firm. 

In order to delve into the reasons 
behind these moves and also, in- 
cidentally, to ascertain why some 
small firms prefer to remain as they 
are, questions were put to a repre- 
sentative panel of practising account- 
ants in different parts of Canada. 
They were asked to comment on the 
advantages and disadvantages of a 
merger to a small firm and to a na- 
tional firm. They were also asked 
what points the national firm look for 
when selecting a firm to represent 
them and correspondingly what points 
the small firm should look into when 
approached by a national firm. 

The help of all of them, so freely 
given, is appreciated. Particularly 
valuable was the assistance of W. L. 
C. Wallace in Vancouver and A. F. 
Gosling in Moncton. 


Is There a Trend? 

The growth of the national firms 
somewhat parallels the growth of in- 
dustrial and commercial activity in 
Canada. One thing that national firms 
can do better, solely because of their 
size, is to serve widespread industrial 


and commercial businesses. As Can- 
ada grows, the number of Canada- 
wide organizations increases; hence 
there is a corresponding increase in 
the number of offices of the national 
firms. Some of the panel did not 
quite agree with the contention that 
there is a trend towards mergers and 
larger firms. They pointed out that 
there are also many small firms being 
started and that “local” firms are 
growing. 

Another correspondent stated: “I 
believe that it is altogether probable 
that the national firms will continue to 
expand and in so doing swallow up 
more of the smaller practitioners. No 
doubt the smaller firms who do not 
merge may lose clients to the nation- 
al firms, but there will always be a 
need for the smaller practitioner. The 
national firm can offer prestige to a 
public company, but it will always 
have to struggle to give a personal 
touch to its dealings with the smaller 
clients. A client feels slighted if his 
affairs are looked after by a junior 
partner or by someone below that 
status.” 


General Considerations 

Whether or not to merge, assuming 
there is an opportunity to do so, is 
a major decision. Undoubtedly many 
practitioners question the desirability 
of amalgamation. Because a partner- 
ship is a very close relationship, one 
should be very sure of the other part- 
ners. It is one thing to like someone 
observed from a distance, but quite 
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another to work with him in close 
personal contact and share his in- 
terests. 

Let us endeavour to assess some of 
the determining factors in a pros- 
pective merger. The considerations of 
partners in the small firm are likely 
to be of a personal nature. On the 
other hand, the national firm’s reasons 
are probably impersonal ones, such 
as desire for expansion or need for 
representation in a given area. 


Why does a small firm consider a 
merger? The first reason is likely be- 
cause it has been approached by an- 
other firm. Secondly, its partners may 
prefer to be part of a large organ- 
ization, thereby having a “big brother” 
to lean on. Perhaps there are staff 
difficulties, and the larger firm can 
be of material assistance. Then there 
is the prospect that the smaller firm 
will expand its activities by associat- 
ing itself with the larger firm, par- 
ticularly if the latter is not already 
represented in the city concerned. 


Greater assurance of financial secur- 
ity may be a contributing factor; or 
the sole practitioner may feel that the 
scope of his practice is limited by his 
location. As a member of a national 
firm he might be able to transfer to 
a larger office. 

In the interests of the profession, is 
it desirable for all accountants to be 
in large organizations? What is hap- 
pening in commerce, industry and 
farming today? Industrial firms are 
buying up competitors or merging. 
Some farmers are finding that they 
cannot operate at a profit on a small 
scale and must either go out of busi- 
ness or expand. Large retail chain 
stores are growing with the result 
the single store operator is having 
difficulty operating profitably. Never- 
theless, public opinion recognizes that 
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these small businesses are essential. 
Similarly the small accounting firms 
have a special function to perform. 
They provide a more personal service 
than a large organization. They are 
organized to serve the small business- 
man. Many prefer to do business with 
the smaller firm. The profession has 
a duty to the public to provide ade- 
quate service. Small towns and cities 
need a resident accountant to look 
after the local businessman. 


We will now consider each phase 
of this topic separately. Most of the 
following remarks are quotations 
from, or condensations of, the com- 
ments of different practitioners. 


Advantages to the Large Firm 

A concise statement was made by 
a senior partner in a national firm: 
“It is very difficult for a national firm 
to get started without sound local 
connections. Our experience has cer- 
tainly been that we have done better 
when selecting a good local firm than 
when sending out someone from one 
of our larger offices.” 


For a more detailed appraisal, let 
us consider other views: “In order to 
be in a position to render service to its 
clients across Canada, a national firm 
should have offices in all the principal 
cities of the country. At the present 
time, most of the national firms are 
not quite that widespread. As some 
of the less populous areas of Canada 
develop, their clients expand their op- 
erations into those areas. An im- 
portant client may open a large 
branch in a location that is not con- 
venient to any office of the auditor. 
To serve them well and to keep ex- 
penses at a minimum, it becomes 
necessary for the auditors to open 
an office there.” 
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“Mergers and acquisitions of sub- 
sidiary companies are becoming more 
general in almost every type of busi- 
ness. The national firm finds its 
clients with plants and companies far 
away from head office. The records 
of these new subsidiaries have to be 
audited. The heavily increased costs 
of travelling make it difficult to justify 
the fee which it must have on an 
out-of-town assignment compared 
with the fee which another national 
firm, with an office in that particular 
city, would charge. National firms 
sometimes rely on local correspond- 
ents to take on assignments of this 
nature. If the work farmed out on 
this basis continues to increase, the 
national firm finally decides that it 
might just as well open its own office 
to provide more complete control over 
the work done and, at the same time, 
to pick up the revenue which would 
otherwise be earned by the corres- 
pondents.” 


When a national firm decides that 
it should have an office in a certain 
city, it then has to choose between 
opening an office and moving in the 
required staff or merging with a 
local practitioner. If the national firm 
does not have sufficient work in the 
city to cover the overhead of an office, 
then it would face material losses in 
the initial years. It is less costly to 
obtain an office in a new location by 
merging. 

Most national firms carry on ex- 
tensive staff training programs de- 
signed to train staff at various levels, 
and also to develop the more promis- 
ing staff members into supervisors and 
partners in due course. There are 
times when this development cannot 
take place fast enough to match the 
growth of the firm’s business. In 
those circumstances the national firm 
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may look around for men suitable as 
partners. A national firm may wish 
to obtain the services of a practitioner 
who has developed a reputation as 
an expert in some special field such 
as taxation or management advisory 
services. This situation can lead to 
a merger. Additional trained staff 
may be obtained by merging in pref- 
erence to transferring or recruiting. 


The national firm may have a very 
large client in a small city whose en- 
gagement requires a large audit staff. 
If the office is small, this necessitates 
either the recruitment of temporary 
staff, which is generally unsatis- 
factory, or the borrowing of staff from 
other practitioners, which may be 
difficult because of the time of year 
the staff are required, or the borrow- 
ing of staff from another office of the 
national firm, which is expensive. This 
crucial staff problem can be alleviated 
by merging with a suitable local firm. 


The clientele of the national firm 
may consist substantially of branches 
of its national clients. This often re- 
sults in an unprofitable operation. An 
office which handles largely referred 
work has little control over when it 
must do that work. This leads to “un- 
usual peaking”, which is expensive. 
A merger may provide additional 
clients whose work can be done dur- 
ing off peak period. If the clientele 
of an office is to grow, the firm has to 
obtain a substantial amount of local 
clients. Few national firms will enter 
into a merger just to acquire more 
volume. However, occasionally a 
smaller firm has one or more par- 
ticularly “desirable” large clients with 
considerable growth possibility. Pre- 
sumably national firms take some 
pride in their size and number of 
offices; this is only human. Their 
competitive position may be strength- 





446 


ened by the addition of another suc- 
cessful office. 


Large Firm’s Appraisal 

When considering a merger, what 
points will the large firm study? Is 
the practitioner of the calibre it wants 
for a partner? What is the size of 
his practice? Is he well thought of 
in his locality? Has he established 
himself as a sound businessman? Is 
he capable of handling larger assign- 
ments? Will the merger place the 
resources of the larger firm at the dis- 
posal of a growing community? 

While their opinions cannot be said 
to conflict, members of the panel 
worded their answers differently. 
Here are three replies: 

“You have asked me what points 
the national firms are looking for 
when selecting a local practitioner. I 
think primarily they are looking for 
manpower. They are looking for men 
of integrity with good connections, 
and of course when they find these 
they usually find a practice with a 
good class of accounts.” 

“In selecting a local practitioner, the 
national firm generally wants a ‘pro- 
fessional’ accountant. A person who is 
willing to devote his full time to the 
practice of his profession with a high 
degree of technical competence and 
a well-developed ability to deal with 
clients.” 

“They also require congenial part- 
ners who can be trusted with the 
firm’s reputation and a firm with a 
good reputation locally. The ages of 
the local partners are important. The 
two best ages are, on the one hand, 
partners verging on retirement who 
can carry on in a more or less con- 
sulting capacity and, on the other 
hand, young partners who have had 
approximately five years experience. 
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Anything less than five years gives 
one little opportunity to judge their 
effectiveness. A combination of the 
two age groups is also very desirable.” 

In addition to technical com- 
petence, an aggressive business out- 
look and proven ability to make 
money were suggested as desirable 
characteristics. Of course, the new 
partners must be willing to be part 
of a team and accept the unavoid- 
able restrictions imposed on members 
of any large organization. 

The considerations mentioned this 
far suggest that everything about a 
merger is desirable. In actual prac- 
tice, mergers do not always work out 
quite that way. As in most business 
transactions there are advantages and 
disadvantages. 


Disadvantages 

One correspondent states his views 
frankly and concisely: 

“Being in a national firm myself, 
I am convinced that most of the dis- 
advantages of a merger are illusory. 
My own impression is that this is 
borne out by the experience of local 
firms who have come in with us. I 
think few of them have any regrets. 

“The great question is, of course, 
one of independence. Most profes- 
sional men resent being forced to 
conform to a pattern by a distant 
head office. I think this is largely a 
matter of merging with the right 
people. Congeniality is certainly an 
important requirement. If a small 
firm merges with a large one with 
very similar views on the profession 
and on life in general, there is very 
little chance of trouble. On the other 
hand, it is simply dynamite to become 
involved with a firm which has a 
fundamentally different approach to 
one’s own. The only disadvantage 
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from the larger firm’s point of view 
is that there is always quite a chance 
of choosing the wrong firm to merge 
with. If a good job of selection is 
done, there seems very little chance 
of disadvantage.” 


Now let us consider in more de- 
tail the views of some other prac- 
titioners: “Because national firms 
place a very strong emphasis on tech- 
nical competence, they organize a 
great many study groups to consider 
academic and practical problems of 
the profession. They insist on keeping 
up-to-date on developments affecting 
the profession. This general emphasis 
on professionalism does not appeal to 
some practitioners. The national firms 
generally insist that their partners 
devote their full time to the firm, 
and there are usually one or more 
clauses in the partnership agreement 
designed to emphasize this. These 
clauses generally prohibit the partner 
of the national firm from having a 
financial interest in any other busi- 
ness. They may also restrict the types 
of investment he can make. For in- 
stance, it is quite common to find 
a requirement that a partner cannot 
have any investment in the businesses 
of clients. This requirement is there 
to help insure the independence of 
the firm in its professional work. 
These restrictions do not suit many 
practitioners. 


“Some practitioners consider their 
practice a part-time activity, using 
the rest of their time to further other 
business interests. Some of these may 
ultimately reach a stage where they 
abandon their professional practice 
and devote all their time to their other 
business interests. Such activities have 
led to very substantial monetary re- 
wards and involve a type of activity 
that some practitioners have found 
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more satisfying than professional 
work. People who have aims and 
goals such as these should not enter 
into partnership in a national firm. In 
the small firm the financial rewards 
are more closely associated with the 
direct activities of the individual than 
they are in the national firm. Accord- 
ingly, there may be more ups and 
downs, but some people, in the long 
run, may make substantially more 
practising by themselves, than they 
would in a national firm. There are 
varying degrees of authority in na- 
tional firms and the acceptance of this 
varies with individuals. Some people 
like to be entirely independent and 
make their own decisions. These 
people will usually find adjustment to 
the ways of a national firm difficult.” 


“One of the disadvantages of being 
in a national firm is that you must 
conform with firm policy, which may 
not be in your own best financial in- 
terests. On the other hand, the na- 
tional firms are right in insisting on a 
very rigid policy, because with part- 
ners spread all over the country, con- 
flicting interests may arise. It is not 
in the best interests of the profession 
for practising members also to have 
commercial] interests. If one is dedi- 
cated to professional work and finan- 
cial return is of secondary interest, 
then this point is of little importance. 
Unfortunately the financial rewards 
after income taxes, even for the suc- 
cessful practitioner, are somewhat 
limited outside the large centres like 
Montreal and Toronto. Outside of 
this point I can think of few disad- 
vantages of being associated with a 
national firm. On the other hand, 
there are many advantages.” 


(In the next column this topic will 
be considered from the point of view 
of the small firm. ) 
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AMERICAN INSTITUTE PUBLICATIONS 


It occurs to us that many of our 
readers may not be familiar with the 
impressive publication activity of the 
American Institute of Certified Public 
Accountants. Although we do not 
have the space here to discuss all of 
the books and pamphlets which they 
currently make available, it may be 
worthwhile to mention a few, if only 
to indicate the nature and scope of 
the material which is being produced 
by our professional colleagues in the 
United States. 


Official Releases. Committees of 
the American Institute are constantly 
examining questions of accounting 
principles and auditing procedures in 
order to provide the profession with 
standards of method and treatment. 
The conclusions of these committees 
are reported in official pronounce- 
ments — Accounting Research Bul- 
letins, Statements on Auditing Proced- 
ure and Accounting Terminology Bul- 
letins. 


These pronouncements cover a wide 
variety of subjects. The latest re- 
search bulletin deals with contingen- 
cies, and the most recently issued 
statement considers the scope of the 
independent auditor’s review of in- 
ternal control. 


Special Studies. In addition to off- 
cial releases, the committees and staff 
of the American Institute develop and 
prepare studies in specific areas of 
activity and interest. For example, a 
number of case studies in auditing 
procedure have been conducted to 
show how actual audits are made for 
specific industries. 

The subjects of long-form report 
practice and consolidated financial 
statement practices are analyzed in 
two special publications. There have 


also been separate studies made on 
the extent of audit samples, internal 
control and generally accepted audit- 
ing standards. 


The Accountants’ Index reflects 
some of the most impressive work be- 
ing done by the American Institute. 
Every two years, a new supplement 
to the Index is brought out; it lists all 
of the major books, articles and 
pamphlets which have appeared in 
the English language during the 
period covered. It is truly a unique 
and invaluable service to the entire 
accounting profession. 


In addition to the foregoing, the 
American Institute has, in recent 
years, published a number of books 
which are concerned with major areas 
of interest to professional accountants. 

The CPA Handbook is a two-vol- 
ume work which is almost encyclo- 
pedic in scope. Prepared by experi- 
enced practitioners, it has been de- 
signed to serve as a complete guide 
to the services and management of an 
accounting practice. 


Practical Applications of Account- 
ing Standards is a collection of the 
writings of Carman G. Blough. It 
covers a wide range of practical ac- 
counting and auditing problems 
which have actually confronted prac- 
titioners and gives Mr. Blough’s ex- 
pert solutions to these problems. 


Finally, we have just received ad- 
vance word of a new book which is 
scheduled for publication this spring. 
It has been prepared by our counter- 
part in the United States, Mr. Ber- 
nard B. Isaacson who edits The Jour- 
nal of Accountancy’s Practitioners 
Forum. Titled Guides to Successful 
Accounting Practice, the book in- 
cludes nearly 100 discussions and il- 
lustrations of actual procedures and 
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techniques which have been develop- 
ed by successful accountants to make 
their accounting practice more effi- 
cient and profitable. 

A 1959 catalogue describing all of 
these books and pamphlets in greater 
detail is available from the American 
Institute free of charge. Readers 
need simply write to the Institute’s 
Publications Department at 270 Madi- 
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son Avenue, New York 16, New York. 

It is true that certain of these publi- 
cations are concerned with problems, 
methods and procedures (especially 
in the area of taxation) which are of 
limited interest to Canadian practi- 
tioners. But certainly the majority of 
them are of definite importance to all 
professional accountants and therefore 
merit your consideration. 


Simplicity in the Office 

In the last few years there has been a growing awareness in industry 
of the evils of excessive paperwork, of wasteful practices and useless statistics. 
All accumulate automatically in every organization, unless there is a conscious 
recognition of the danger and a positive determination to combat it. Exces- 
sive paperwork and wasteful practices are born of inertia. Paper increases 
because people avoid the effort of personal contact and come to rely on the 
exchange of correspondence. Wasteful practices arise from the failure to ap- 
ply commonsense to systems and methods. They are also the outcome of 
resistance to change. New technologies, new materials and changing needs 
all demand new ways. Commonsense and flexibility of mind— the willing- 
ness to change with changing needs — are rare qualities. 

Perhaps the greatest evil is the growth of statistics, because manage- 
ment too often encourages the growth in the belief that statistics illuminate 
the business and that the more there are the better will be the management 
control. The danger is aggravated by the ease with which statistics can be 
mass-produced in these days of modern accounting machinery. Even the 
familiar punched-card systems are easily abused — they are very tempting if 
there is tabulating time to spare. Wherein lies the danger? It lies in the 
fact that statistics come to be valued for themselves to the neglect of the 
people or things they represent. Their growth leads to dependence on paper 
and remoteness from people and their work. They generate a wrong attitude 
of mind and, what is worse, they employ valuable human beings on purpose- 


less jobs. 
— M. J. Glenn, “Simplification for Efficiency”, Accountancy, March 1959 
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AUDIT CASE 

Except for editorial changes in 
dates and amounts, a recent auditor’s 
report has included the following 
qualification: 

“As of May 31, 1957 and November 
30, 1957, we carried out procedures 
to confirm the company’s investments 
in shares of other companies and its 
holdings of its own shares available 
for resale. As of May 31, 1957 we 
were unable to obtain satisfactory 
confirmation of shares having an ag- 
gregate book value of $865,333.00 as 
shown by the company’s accounts at 
that date. As of November 30, 1957, 
we were unable to obtain satisfactory 
confirmation of shares having an ag- 
gregate book value of $321,844.00 at 
that date. As of June 23, 1958 we ob- 
tained satisfactory confirmation of all 
the company’s investment in shares of 
other companies and of the shares of 
its own stock available for resale ex- 


cept for 11,084 shares of . . . . whose 
book value at that date amounted to 
$43,822.00.” 

2 Q ° o 2 


The auditor has provided us with 
the following explanation of his deci- 
sion to make a qualified report in this 
form: 

“This was an instance where, as you 
can see, we did not and could not ac- 
count for all the securities as of vari- 
ous dates on which we attempted to 
verify the company’s holdings. Ex- 
planations were given to us, but they 





BY J. E. SMYTH, F.C.A. 


Associate Professor, 
Queen’s University 


seemed rather tenuous and difficult to 
verify. It may be of interest, there- 
fore, to consider how the qualification 
was worded. You will notice that we 
refer to confirming the company’s in- 
vestments. This was done purposely 
as we considered that confirmation 
may be obtained by inspecting the 
securities or by receiving a written 
acknowledgment from a reliable third 
party that he was holding the securi- 
ties. The use of “confirm” is econom- 
ical of words. We were at some loss 
as to how to indicate the amounts in- 
volved as write-downs took place in 
the book values of the shares as of 
June 23, 1958. We felt that it was 
only appropriate that the carrying 
values of the securities, as shown by 
the books at the dates of the counts, 
be used, and we used those values 
accordingly. You will note that as of 
June 23 we still had not satisfied our- 
selves as to the whereabouts of shares 
with a book value at that date of 
$44,000 approximately, but at that 
time we decided that while we should 
qualify, we need not withhold an 
opinion as the shares amounted to 
only about 34% of the company’s as- 
sets.” 


2 e 2 2 oO 


In answer to an inquiry from the 
editor about the circumstances in 
which the company might be holding 
its own shares as assets, the auditor re- 
plied: 

“Under the provisions of the Com- 
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panies Act under which the company 
was incorporated it may not, as you 
say, hold its own shares. What hap- 
pened was that on three occasions the 
company made agreements whereby it 
would acquire properties for which 
the consideration would be a number 
of shares of its own capital stock. In 
one instance, the agreement was can- 
celled after the shares had been is- 
sued, In the other two instances, the 
agreements provided for a calcula- 
tion of the value of the property being 
acquired and depending upon the 
value were the numbers of shares of 
the company’s capital stock to be is- 
sued. In these two latter cases, shares 
were issued on the basis of prelimin- 
ary valuations. Subsequently, it was 
found that too many shares had been 
issued as lower values were later 
finally determined. In these cases the 
excess shares were turned over to a 
trustee (a trust company) which 
holds the shares for resale.” 


2 o ° & 2 


The editor next submitted the audit 

case to a panel of practising account- 
ants, and the following exchange of 
questions and answers is a summary 
of his correspondence with members 
of the panel and the auditor in ques- 
tion: 
Question: “What is the significance 
of the three dates mentioned? If the 
date of the accounts was mentioned 
this might be clarified. Would May 
31, for instance, be the date of an 
interim examination?” 

Answer: “May 31, 1957 was the 
date of an interim examination and 
November 30, 1957 was the date of 
the end of the company’s financial 
year. June 23, 1958 was the date on 
which we obtained satisfactory con- 
firmations of all the company’s invest- 
ments except for a small portion of 
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the company’s own securities held for 
resale.” 

Question: “If the auditor was unable 
to confirm the securities because the 
company’s records of security move- 
ments were inadequate in some way, 
would he be able to state that he had 
obtained all the information and ex- 
planations which he required?” 


Answer: “We added the following 
words to the usual last sentence in 
the scope paragraph: ‘... but we 
were unable to obtain all the informa- 
tion and explanations which we re- 
quired as set forth in the succeeeding 
two paragraphs.’” 

Question: “If, for example, we are 
dealing with an Ontario company, 
how could the directors when author- 
izing the issue of these shares make 
a resolution ‘in good faith’ that the 
property received was ‘in all the cir- 
cumstances of the transaction the fair 
equivalent of cash .. .” (section 31(2) 
of the Corporations Act, 1953) when 
only preliminary valuations were 


made?” 


Answer: “The first valuations of the 
property received were ‘preliminary’ 
in the sense only that they provided 
a basis for calculating the number of 
shares to be issued. They were, so far 
as I know, made in good faith. Their 
subsequent re-examination and revi- 
sion would not detract from that good 
faith.” 


Question: ‘Can the shares which 
are in the hands of the trustee legally 
be sold? If my understanding is 
correct, resale would presumably con- 
stitute distribution to the public and 
the requirements of the applicable 
provincial securities commission 
would have to be met.” 


Answer: “The company obtained legal 
opinion as to its position on having to 
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withdraw the shares and the manner 
in which they were dealt has there- 
fore received careful consideration. 
I have no doubt that the shares are 
legally available for resale, although 
certain steps would have to be taken 
such as clearance with the securities 
commission, and this would probably 
entail filing prospectuses.” 


o 2 2 oO e 


[Audit cases such as the one above 
will appear from time to time in the 
Students Department. They are con- 
tributed by practising accountants 
with a view to providing material of 
interest and assistance to students. 
The facts of the cases will be edited 
so that the identities of the client 
company and the auditor are dis- 
guised. | 


PUZZLE 


Years ago, in Western Canada, 
eight teams representing eight col- 
leges agreed to form a hockey league, 
At the meeting of the representatives 
of the eight colleges, it was resolved 
that each team would play one game 
against every other team in the 
league. 


In order to reserve the rinks in ad- 
vance, the question arose about how 
many games would be played in that 
league during the season. 


Believe it or not, those college men 
had to put on their thinking caps and 
deliberate quite a few minutes before 
solving the problem. Finally, how- 
ever, they arrived at the right answer 
What was it? 


(Contributed by Mr. Horace E. 
Madore, C.A., Montreal. ) 


(The solution to this puzzle, and a discus- 
sion of it, appear at the end of this month’s 
Students Department. ) 


THE TECHNIQUE OF WRITING 
EXAMINATIONS 


Irving L. Rosen, C.A.° 


When first asked to write this 
article, I hurriedly pictured the tech- 
nique of writing examinations as 
working on the paper until one’s arm 
feels like falling off and one’s vision 
blurs. By that time four hours are 
over and the examiner is cheerfully 
stating “Time is up”. However, many 
marks can be lost through improper 
technique or habit, and the subject 
merits discussion. While it is possible 
that one man’s meat is another man’s 
poison, each of the following sugges- 
tions seems to have worked for this 
writer: 

1) Write an answer in point form 
unless the problem requires letter 
style and paragraphs. This not only 
saves time, and wear and tear on the 
marker, but it also helps the candi- 
date. If your mind is cluttered up 
with the “padding” you are going to 
put around each point in the hope of 
getting more marks, you often forget 
or have no time for additional im- 
portant points. 

2) If rushed for time, cut your time 
limit on the remaining questions so 
that you answer each one. It is better 
to half-answer three questions than 
fully complete one, when time is run- 
ning out. Furthermore, answers usual- 
ly work on the “law of diminishing 
returns”; the good ideas pop out first 
and as more time passes the relevance 
and importance of ideas diminish. 


3) Answer the easy questions or 
the questions you know first. Every 
paper usually gives the student 65 


° Mr. Rosen was winner of the Governor- 
General’s Gold Medal for highest average 
standing on the final examinations of the 
Canadian Institute, October, 1958. 
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marks if he knows the work; the re- 
maining 35 marks are the hard ones. 
It can be fatal to work on question 1 
if it is a stickler or difficult or time- 
consuming when you could have pick- 
ed up 30 or 40 marks doing some of 
the easier questions. 


4) When doing a question, read the 
“required” part first and underline the 
important features, so that on reading 
the problem, you can determine more 
readily the use to be made of the 
facts given to you. 


5) Write neatly; or if you cannot 
write neatly, write big — this usually 
makes your writing legible enough. If 
the markers are unable to read your 
writing, do not expect a pass. 


6) Sometimes if you imagine the 
problem is one really happening to 
you, you answer it more realistically. 
In auditing or systems, the answers 
are sometimes quite academic and 
seldom represent what the student 
would actually do in practice; the 
realistic approach is often what the 
marker is looking for. 


7) Relate the question to some sec- 
tion of the texts or lessons. Often the 
question is designed to see if you 
know a particular research bulletin, or 
the pros and cons of a controversial 
theory. If you can associate the ques- 
tion in such a way, you will have the 
fundamentals of the answer. 


8) If you run out of points in a 
question, give several relevant ex- 
amples. 

9) Always look for short cuts. For 
example, if you have to make up and 
compare balance sheets for several 
companies or for one company over a 
series of years, list the classifications 
down the left side of the page and 
tabulate your answer across the page; 
the alternative of writing up a sep- 
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arate balance sheet for each company 
could ruin your timing. 

10) Do not write a book in the 
narrative for journal entries; just give 
the bare facts and fill in later if you 
have more time. 


11) If you give one good point for 
each mark in the question, you will 
seldom be caught short. 


12) If making assumptions, state 
them. For example, if you are using 
Fifo or average cost for in-process in- 
yentories in a process cost accounting 
question, state which method you are 
using. 

13) Read part (b) in the question 
as well as part (a). It may give you 
a hint as to the answer required or, 
at least you will not duplicate what is 
expected in part (b) when you are 
doing part (a), and possibly get 
ahead of yourself. 


14) Watch your timing. Go in with 
a watch and time each question; it is 
ridiculous to spend 45 minutes on a 
question worth 10 marks. 


15) This last point is important. 
Practise on at least the past four years 
examination papers under actual 
examination conditions, timing your- 
self, and writing the answers out fully. 
You can read the whole course over 
and still fail because you have not 
practised “under fire”. Also do one of 
these examination papers before you 
even begin studying. If you have 
done all your lessons properly, you 
will be surprised to find you can get 
most of the answers. But more im- 
portant, you will realize that the 
examinations are a little more difficult 
than you thought they were and much 
more difficult than the last set you 
wrote. You will find yourself study- 
ing more intensively after this first 
“taste of the front-line”. 
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NOTES AND COMMENTS 


Oh, Those Dollars! 


Of all the assumptions underlying 
financial accounting, the one we find 
most subtle is that all business re- 
sources should be susceptible of ex- 
pression in terms of dollars. 


When we think about it for a 
moment, we see that this is not en- 
tirely true. No matter how diligent 
the accountant may be in assigning 
money figures to assets, moving about 
like a zealous painter with a bucket 
full of dollars, there remain a few 
elusive resources that he misses. A 
well-run business is almost always 
host to at least a few favourable fac- 
tors that are not amenable to ac- 
counting description, at least until 
they materialize vaguely in future rev- 
enue. The ability of a business to 
borrow readily on short notice is one 
such resource, as are also its satis- 
factory relations with suppliers and 
customers. So too is the efficiency of 
its management, the enthusiasm and 
morale of its employees, and the es- 
teem in which the business is held by 
the public generally. Its particular 
location may also have become a 
marketing advantage of importance. 
All these intangible business resources 
defy accounting treatment. 

As we think still more about the 
matter, we see that even among those 
assets which are included in account- 
ing reports, some are more susceptible 
of expression in terms of dollars than 
others. In accounting we attempt to 
portray all the types of property 
which comprise business assets by 
using a common medium of descrip- 
tion — number of dollars. We do weil 
to realize that we sacrifice something 
in precision and detail when we have 
to apply the same descriptive device 
to many different things. 


If we run down the list of account- 
ing assets, we may note that while 
all are expressed in dollars, they are 
not equally close to being the equi- 
valent of cash in hand, now. Part of 
the trouble, it seems, is that we are 
so accustomed to thinking of a num- 
ber of dollars as being synonymous 
with money, that using dollars to de- 
scribe assets other than money in- 
vites a continuous interpretation of 
those assets in terms of money. 


For much of accounting theory, the 
basic distinction is not as between 
current and fixed assets, but as be- 
tween claims to cash (bank deposits, 
trade accounts receivable and market- 
able securities) and unexpired costs 
(inventories, prepaid expenses, and 
long-term assets). The relationship 
between dollars and “claims to cash” 
is immediate enough: they can either 
be exchanged for money right away or 
will be replaced with money in the 
near future. But the relationship be- 
tween money and assets of the “un- 
expired costs” category is more tenu- 
ous: the money potential in these 
assets can be realized only by selling 
them in future as a part of the total 
package of goods and services which 
the business offers for sale to its cus- 
tomers. 


2 o 2 ° S 


A single asset, like a building, may 
be such a complex concept that in de- 
scribing it we are obliged to concen- 
trate on some particular aspect of it 
—to the exclusion of other aspects. 
Neither the painter with his brush, 
the musician with his instrument, nor 
the poet with his pen can express 
all that there is to be said about a 
given object of our observation. The 
sentimental business man who thinks 
that nothing short of a sonnet will do 
justice to a description of his plant 
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and equipment must accept instead 
from his accountant only two figures, 
one for original cost and one for 
accumulated depreciation to date. 
Fortunately for the preservation of 
accountancy however, financial data 
seem to have a peculiar eloquence of 
their own. 


2 o 9 o 2 


In thus speaking of the limitations 
of dollars as a descriptive medium, we 
have not referred to the problems 
created by changes in the purchasing 
power of money. We have not done 
so because these problems are of such 
scope that they deserve to be con- 
sidered separately—another time—Eb. 


THE QUESTION CORNER 


From a reader in Ottawa: 

“A religious organization obtains 
money from its members for the pur- 
pose of buying land and a building. 
The executive of this congregation 
wishes to show this money as a sep- 
arate amount apart from a surplus 
which was a result of the excess of 
revenue over expenditures. There is 
no ownership attached to the opening 
contributions. 

“It has been suggested that the 
opening contribution be shown as cap- 
ital, while the excess of revenue over 
expenditure be shown as surplus. 

“Your views on the above would be 
appreciated.” 


Editor's Reply: 

In my opinion, any religious organ- 
ization or charitable society has an 
obligation to earmark on its accounts 
those contributions which are made to 
it for a specific purpose; to do other- 
wise would be a breach of faith with 
the donors. The term “capital”, how- 
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ever, is usefully restricted to an ex- 
planation of the source of those assets 
which have been introduced into a 
business by its owners. Accordingly, 
a description for the credit balance 
such as “Contributions for land and 
building” or “Building fund” would 
be preferable for this particular 
source of assets. This treatment will 
earmark the funds contributed, and 
will record separately any excess of 
revenue over expenditure which is 
reported. 


(The editor will welcome from read- 
ers any comments on, and criticisms 
of, his opinions. ) 


SOLUTION TO PUZZLE 


There are 8 teams in the league, 
and each team will have to play one 
game against every other team in the 
league, that is, with every one of the 
seven other teams. 


Consequently, each team will have 
to line up 7 times. 


As there are 8 teams in the league, 
the total number of the line-ups in 
the league will be 8 x 7 = 56. 


As it takes two line-ups to play a 
game, the number of games played 
will be 56 divided by 2, that is, 28 


games. 


Editor's Comments 

Readers who can recall their high 
school algebra may identify this 
puzzle as one of calculating a number 
of combinations, that is, the number 
of ways in which 2 things can be 
selected together from a total of 8 
different things. The formula is 8C, 

= 8 = 8&7 = &. 
ze 

(where 8! = “8 factorial” = 8x 7x6 
x5x4x3x2x1) 
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The theory of combinations con- 
fronts us every time we are late for 
work, and have to rush to the cup- 
board at the bottom of the cellar stairs 
to extract a pair of overshoes. There 
are five members in our family, each 
of whom has three pairs of overshoes 
of assorted types, making a total of 
80 individual galoshes, rubber boots, 
and rubbers in all. From these we 


have to select a pair — our pair — the 
ones we want just then and have to 
find in five seconds. There are 30C, 
ways of selecting any two overshoes 
from 30, without regard to the order 
in which they are chosen, right or left, 
that is 30! = 30.29 = 435 


(8! 2 
different ways of doing it! 


TIMETABLE OF OCTOBER 1959 UNIFORM EXAMINATIONS 


The Board of Examiners-in-Chief gives notice that the 1959 examina- 
tions of the Institutes of Chartered Accountants in Canada will be written 


according to the following timetable. 


The morning sessions will be from 


9 a.m. to 1 p.m. and the afternoon sessions from 2 p.m. to 6 p.m. 


Tuesday, October 13 
Morning session — Final Accounting I 
Afternoon session — Intermediate Accounting I 


Wednesday, October 14 
Morning session — Final Accounting II 
Afternoon session — Intermediate Accounting II 


Thursday, October 15 
Morning session — Final Accounting III 
Afternoon session — Intermediate Auditing I 


Friday, October 16 
Morning session — Final Auditing I 
Afternoon session — Intermediate Auditing II 


Monday, October 19 
Morning session — Final Auditing II 


Tuesday, October 20 
Morning session — Final Auditing III 
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Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 

“CAPITAL EXPENDITURES AND DEPRE- 
CIATION FOR Nonprorir INSTITUTIONS” 
by Ernest W. Baldassare. The New 
York Certified Public Accountant, 
March 1959, pp. 206-212. 


While all nonprofit institutions may 
have many problems in common, the 
varying nature of their function is 
such that uniformity of accounting is 
not only impossible to achieve but 
may not even be desirable. The 
matching of costs against related rev- 
enue, a basic feature of accounting 
for business enterprises organized for 
profit, may or may not be important 
in a nonprofit institution, depending 
on the nature of the organization. It 
may be significant for a hospital, 
which renders a service in return for 
a fee based on the cost of the service 
rendered. For a university, whose 
tuition fees rarely cover the entire 
costs of education, the matching of 
costs against revenues is of little im- 
portance. 


In determining whether a specific 
institution should include a charge for 
depreciation of its institutional prop- 
erty in its operating statements, the 
institution should consider two aspects 
of the problem: first, depreciation as 
an allocation of the historical cost of 
existing assets over the estimated use- 
ful lives of these assets in a system- 
atic manner; secondly, depreciation 
accounting for the purpose of provid- 
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ing for replacement of existing facili- 
ties. 

Where costs are an important factor 
in determining rates to be charged for 
services rendered, it is appropriate to 
provide for depreciation and to re- 
cord it as a charge to operations. 
Where there is little or no relation- 
ship between expenses and revenues 
and where costs are not an important 
factor in determining rates, little pur- 
pose is served in providing for depre- 
ciation, unless it is considered neces- 
sary for purposes of replacement. 

If it is expected that funds for re- 
placement of existing facilities are to 
be provided by the institution, depre- 
ciation may be charged as an operat- 
ing expense even though there may 
be no relationship between expenses 
and revenues. To the extent that the 
purpose of recording depreciation is 
to provide for replacement of existing 
assets, the provision should be funded. 


If replacement of existing assets is 
expected to be made from general 
funds at prices considerably in excess 
of historic cost, the retention of earn- 
ings in contemplation of replacement 
of facilities at higher price levels is as 
appropriate for nonprofit institutions 
as it is for enterprises organized for 
profit. Such portion of the provision 
for replacements which reflects an in- 
crease in the price level should be 
charged directly to the general fund 
surplus account. The reserve so cre- 
ated should preferably be funded and 
carried in the plant funds section. 
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SYSTEMS 

“SysTeMs Work IN THE Navy” by E. 
D. Dwyer. Systems and Procedures, 
February 1959, pp. 2-10. 


The systems approach does not con- 
sider methods and procedures in iso- 
lation, nor does it view a system as 
the mere sum of individual methods 
and procedures. It has a structure of 
its own which is determined by the 
general pattern of individual methods 
and procedures. Patterns are not act- 
ually observable in the sense that a 
method or procedure is. When we 
observe methods and procedures, we 
see people filling out forms, filing pa- 
pers, keeping records and writing re- 
ports. The pattern underlying this ac- 
tivity is an inference of what is tak- 
ing place. Instead of describing sur- 
face behaviour, we infer that informa- 
tion of a certain kind is being pre- 
pared and processed by certain people 
at a particular time and place for the 
purpose of guiding certain other 
people to reach decisions about a 
specific objective. In other words, 
when we are dealing with systems as 
a whole, we are concerned with what 
is communicated, to whom, when, 
where and why. When we are deal- 
ing with the methods and procedures 
themselves, we are concerned with 
how it is communicated. 


Determining how the communica- 
tion should take place is the “nuts and 
bolts” aspect of the survey and often 
the major part. There are a wide 
variety of techniques used in this con- 
nection: 

1. Forms Management: Streamlining 
processes by eliminating, consoli- 
dating, or standardizing forms. In- 
troducing new forms which will 
simplify the procedure. 

2. Reports Management: Combining 
reports, or eliminating them if the 


information is obtainable else- 
where. Clarifying reporting in- 
structions, and reducing the fre- 
quency of reports. 

8. Directives Management: Develop- 
ing a logical system for communi- 
cating policies and procedures. 

4. Correspondence Management: Us- 
ing form letters and pattern para- 
graphs, and using shortcuts such 
as stamped endorsements. 

5. Records Management: Facilitating 
the location of information and 
providing automatic procedures 
for screening and disposing of ob- 
solete records. 

6. Statistical Techniques: Supporting 
and aiding management with work 
measurement, performance stand- 
ards, quality control, and produc- 
tion control. 

7. Mechanization: Mechanizing man- 
ual methods; integrating informa- 
tion systems. 


FINANCE 

“ILLUSION IN LEASE FINANCING” by 
Donald R. Gant. Harvard Business 
Review, March-April 1959, pp. 121- 
142. 

The vital role which accounting 
plays in the decisions of both corp- 
orate financial managers and investors 
cannot be denied. But it is also true 
that the accountant’s devotion to 
maintaining a thread of consistency 
from year to year often makes changes 
in “generally accepted accounting 
principles” slow in coming about, 
with the result that these principles 
are sometimes in conflict with eco- 
nomic logic. And certainly the sound- 
ness of financial policy which subordi- 
nates common sense to accounting 
convention must be questioned. 

Yet this appears to be the principal 
explanation for the trend towards 
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lease financing. Accounting stand- 
ards which were appropriate for the 
treatment of commercial leasing have 
proved wholly inadequate to cope 
with the growing challenge offered 
by the adaptation of the lease as a 
financing instrument. Out of these 
inadequacies has come a curious kind 
of logic which argues that the exist- 
ence of an asset can be determined or 
denied by a ledger entry, and that a 
promise to pay becomes an obligation 
only if it is reflected in figures on a 
balance sheet. 


This sort of rationalization ignores 
certain basic economic facts of life. 
Every business requires certain fixed 
assets, and the choice available to it 
is not whether to finance these assets 
but how to finance them. Lease fi- 
nancing is one way of acquiring as- 
sets, but it is a form of borrowing— 
in most cases, a very expensive form. 


Like all types of borrowing, lease 
obligations draw on the credit of the 
borrower, and credit is not a bottom- 
less well. If it is used in one form, 
it is not available to be used again in 
another. Accounting deficiencies may 
have made it possible for some com- 
panies to have their cake and eat it, 
too. There is evidence, however, of a 
growing awareness among investors 
and financial analysts of the signifi- 
cance of lease commitments, and this 
must inevitably be reflected in ac- 
counting changes. 


When these facts are understood 
and accepted, lease financing can be 
viewed in its proper perspective. Per- 
haps some companies will still find in 
it advantages which make it prefer- 
able to other forms of financing in 
certain situations. But many others 
may discover it to be an illusion 
which has led them to trade economic 
advantages for accounting benefits. 
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AUDITING 

“INSURANCE RESERVES IN THE AC- 
counts OF Non-INsuRANCE COMPAN- 
tes” by William H. Whitney. The Ac- 
counting Review, January 1959, pp. 
37-45. 

A reserve for pensions should be an 
actuarially computed present value of 
pension benefits which have vested 
in employees and their beneficiaries 
if these benefits are payable from 
funds in the employer's possession. It 
should be created by charges to in- 
come covering the present value of 
rights which vest during each year. 
It should be charged with payments 
to pensioners. 

A reserve for pensions may also be 
an undervalued liability or an appro- 
priation of retained earnings. In re- 
porting on the conformity of a bal- 
ance sheet to generally accepted ac- 
counting principles, an auditor should 
try to ascertain whether the balance 
in a reserve for pensions is actuarially 
sound, If it is not, and if he cannot 
persuade his client to adjust it, he 
should qualify his opinion or deny an 
opinion unless he is sure that the un- 
dervaluation is not significant. 


“THE Richt SmE oF ACCUMULATED 
DEPRECIATION by Sidney I. Simon. 
The Accounting Review, January 
1959, pp. 97-105. 


The off-set method of presenting ac- 
cumulated depreciation in a balance 
sheet is not too well justified. It is 
not based on a sound theoretical foun- 
dation, and gives a false impression 
of value. On the other hand, the dis- 
play of the account on the right-hand 
side of the statement might indeed 
emphasize its character as a reserve 
for the contingency of obsolescence, 
and as a source of the funds the busi- 
ness has employed in investing its as- 
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sets, whose costs are shown on the 
left-hand side. 

The major purpose of accounting 
was, for many years, thought to be 
that of ascertaining net worth. With 
the conception of an entity as a go- 
ing concern, the emphasis shifted so 
that the measurement of net income 
became the central point of focus in 
accounting. In recent years, how- 
ever, another change in the basic pur- 
pose of accounting appears to have 
taken place as an increasing number 
of businessmen have come to appre- 
ciate the significance of cash flow. In 
such a climate, the statement of funds, 
and the construction of the balance 
sheet to give impetus to its interpre- 
tation as a possible cumulative funds 
statement, will assume greater import- 
ance. 

Accountants should, thus, re-exam- 
ine the validity of the custom of net 
plant accounting on the balance sheet, 
and reconsider presenting accumu- 
lated depreciation on the right-hand 
side. 


BOOK REVIEWS 
“Electronics in Business”, by Gardner 
M. Jones; Michigan State University, 
East Lansing, Mich.; 94 pages; $3.50 

The purpose of this short book is 
to assist accountants and industrial 
managers who are interested in the 
organizational consequences of elec- 
tronic data processing. Machine de- 
scriptions and technicalities are kept 
to a minimum, but there are many 
references for those who wish to delve 
further. 

With the centralization of record 
keeping required for electronics and 
the building of a system around the 
computer, it has been found that the 
accounting, sales, production, person- 


nel and other departments must not 
operate as separate functions. “Com- 
partmentalized training and thinking 
are not in accord with the way busi- 
ness operates.” 

Emphasis is placed on the greater 
scope of accountants in both com- 
merce and in the auditing profession. 
With the advent of small-scale com- 
puters and the greater use of service 
bureaus and with “increasing reliance 
being placed on the outside account- 
ant as a consultant, not just as an au- 
ditor or tax specialist” most account- 
ants should be prepared for electron- 
ics. 

Mr. Jones sets out several prere- 
quisites for the educational back- 
ground or re-education of account- 
ants in an electronic era, e.g. higher 
mathematics, systematic thinking, 
psychological and _ sociological sci- 
ences, economics, systems analysis 
and others. He suggests that the con- 
cept of the accountant’s role should 


be re-appraised. 
J. R. Murray, C.A. 
Toronto, Ontario 


“A Guide to Auditing’, by W. T. 
Dent, F.C.A.; Gee & Company (Pub.) 
Ltd., London; 135 pages; 21/-. 

The subject of auditing in all its as- 
pects is one of considerable magni- 
tude, and it is an enterprising indi- 
vidual who compresses into such a 
small book a topic which another dis- 
tinguished person, (the perhaps ver- 
bose) Mr. Montgomery, could contain 
only in a much larger volume. The 
subject is adequately covered and the 
author’s style is clear and concise, 
but where is the stuff that stimulates? 
It is not to be found in such bland 
observations as “. . . . where the omis- 
sion [of vouchers] is deliberate . . . 
detection of the fraud, even if sus- 
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commercial credit insurance covers 
the invoice price of merchandise shipped 


When shipment is made—title passes to the purchaser. In place of the 
product there is now an account receivable. It is sound for your clients 
to insure while they own the product . . . equally sound to insure when 
their customer owns the product, and owes them for it. American Credit 
Insurance, by protecting accounts receivable, plays a major role in good 
management ... makes a basic contribution to financial security and 


sales progress. 


SEND FOR BOOKLET on the many advan- 
tages of modern credit insurance. Write AMERICAN 
Crepit INDEMNITY CoMPANY of New York... 
Dept. 41 Montreal, Quebec, Sherbrooke 
Toronto, Hamilton, Woodstock or Vancouver. 





Protect your investment In accounts receivable 


American 
Credit Insurance 


ANY ACCOUNT...NO MATTER HOW GOOD.../S BETTER WITH ACI . 
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pected, will be exceedingly difficult.” 
Fortunately, such lapses are not too 
prevalent. 

The subject matter is comprehen- 
sive and ranges from a definition of 
auditing to a discussion of various 
types of investigations. Chapters are 
devoted to test audits, balance sheet 
verification, internal control, audit pro- 
grams and mechanized accounting 
systems. The chapter on the last 
mentioned topic unfortunately opens 
with a discussion of loose-leaf binders 
and causes the reader to wonder if the 
author had difficulty in finding ma- 
terial. 

One of the best sections deals with 
auditing case law, praiseworthy be- 
cause the cases are presented so suc- 
cinctly and cover a number of Eng- 
lish judgments of historical interest 
relating to the determination of pro- 
fits, the legality of dividends and 
cases which have resulted in develop- 
ment of modern auditing procedures. 

The book is recommended as sup- 
lementary reading for students-in-ac- 
counts and may be helpful to those 
who are considering auditing as a 
career. It is doubtful whether the ex- 
perienced practitioner will either be 
inspired or rewarded, although some 
interest may be found in a compari- 
son of Canadian and English audit- 


ing practices. 
KENNETH H. Warp, C.A. 


Toronto, Ontario 


“Guide to Estate Planning”, by Rene 
A. Wormser; Prentice-Hall Inc., En- 
glewood Cliffs, N.J.; 175 pages; $4.95 

This book serves as a timely re- 
minder that in estate planning human 
values should not be subordinated to 
tax-saving and legal techniques. The 


latter are only a means to sound plan- 
ning, not an end in themselves. Al- 
though the author is a leading Ameri- 
can authority in the field, the book is 
not a mere technical dissertation on 
American tax law but is concerned 
primarily with objectives. Hence it 
is not without interest for the Cana- 
dian reader. 


The author has aimed his message 
at the family man and the client, but 
the professional accountant can also 
obtain many sound ideas. The style 
and approach often provoked the re- 
viewer into realizing that tax tech- 
niques are undertaken at times with- 
out sufficient grasp of the client’s per- 
sonal background. 


The style of writing is light, but 
clear and effective. In 11 short chap- 
ters, the author covers objectives in 
planning for one’s wife and children, 
the investment problem, nature of 
occupation, the family enterprise, an- 
alysis of a prospective estate, etc. 


Some aspects concerning trusts, gift 
tax and charities are mainly American 
features; in Canadian practice the 
roles of the lawyer and the banker 
are more often played by the account- 
ant and trust company. 


The chapters dealing with objec- 
tives for the wife and children are of 
greatest pertinence today. To use 
the author’s own words: “The clouds 
are lovely but you can’t live in them. 
Planning must be related to the 
world in which we live. Our world 
now has three characteristics with 
which you must reckon: Inflation — 
Our mad tax system — The paternal 
state.” 

Irvinc L. Rosen, C.A. 
Toronto, Ontario 
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HOW ADVANCED CAN YOUR DATA PROCESSING GET? 


Let Burroughs Punched-Tape Input Equipment show you 


y Talk about advanced data processing! The 
Burroughs Sensimatic Accounting Machine, used 
alone, quickly and accurately turns your daily 
figures into the comprehensive hard-copy records 
you need, 


Teamed up with the Burroughs Tape Perforator, it 
simultaneously and automatically translates proved 
data into punched tape, which may be processed 
through your own electronic computer or at a 
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computer service center. It’s that fast, simple and 
efficient. 


Whether your particular problem calls for punched- 
tape input equipment, accounting machines or 
giant electronic computer systems, you can bank on 
getting the exact help you need from Burroughs’ 
full range of advanced data processing equipment. 
For details, call or write Burroughs Adding Machine 
of Canada, Limited. Factory at Windsor, Ont. 

Burroughs—TM. 


Burroughs 


“NEW DIMENSIONS || in electronics and data processing aystems” 














Alberta 

Clarkson Gordon & Co., Chartered Ac- 
countants, Calgary, announce the admission 
to partnership of T. G. Sheeres, C.A. 


British Columbia 

R. W. V. Dickerson, B.Com., C.A. an- 
nounces the opening of an office for the 
practice of his profession at 817 Park Rd., 
Richmond. 

Power, Bestwick, McDougall & Lavery, 
Chartered Accountants, announce the re- 
moval of their offices to 96 Wallace St., 
Nanaimo. 


Manitoba 

J. H. Lyons, B.Com., C.A. announces the 
opening of an office for the practice of his 
profession at 502 Confederation Bldg., Win- 
nipeg 2. 

C. F. Edwards, C.A. has been appointed 
vice-president and general manager of Do- 
minion Malting Co. Ltd., Winnipeg. 

W. R. Corner, C.A. has been appointed 
assistant comptroller, revenues, of the Can- 
adian National Railways, Montreal. 


Ontario 

P. C. Arsenault, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at Ste. 309, Federal Bldg., Sudbury. 

M. H. Lass, C.A. announces the opening 
of an office for the practice of his profession 
at 212 Goddard St., Downsview. 

K. H. Ward, C.A. announces the opening 
of an office for the practice of his profes- 
sion at 116 Wincott Dr., Weston. 

R. R. Smith, B.Com., C.A. announces the 
admission to partnership of J. G. Roberts, 
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B.Agr. Sc., C.A. Henceforth, the practice 
of their profession will be conducted un- 
der the firm name of Smith, Roberts & Co., 
Chartered Accountants, with offices at Ste. 
547, 17 Queen St. E., Toronto 1. 


H. H. Sivers, C.A. has been appointed a 
director of Bausch & Lomb Optical Co. 
Ltd., Toronto. He also continues as treas- 
urer and controller of the company. 


J. A. Mennie, C.A. has been appointed 
controller of John Labatt Ltd., Toronto. 


R. W. Lott, C.A. has been appointed 
comptroller and office manager of Welcon 
Ltd., Guelph. 


E. W. Yeo, C.A. has been appointed gen- 
eral manager of the Steel Warehouse Divi- 
sion, Dominion Bridge Co. Ltd. 


L. J. Mills, O.B.E., C.A. has been ap- 
pointed comptroller of Canadian National 
Railways. 


Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, announce the opening of 
an office at 66 King St. E., Hamilton. The 
resident partner is Eddie C. Wilburn, C.A. 


Johnston Smith, C.A. has been appointed 
regional auditor for the western region of 
the Canadian National Railways, with 
headquarters in Winnipeg. 


Quebec 

M. R. Sichel, C.A. announces the admis- 
sion to partnership of Albert Ansky, C.A. 
Henceforth, the practice of their profession 
will be conducted under the firm name of 
Sichel, Ansky & Co., Chartered Accountants, 
with offices at Ste. 314, 5757 Decelles Ave., 
Montreal. 
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the G@GRUNING ) man 


offers a one-writing procedure 


for your accounting operations 





wey 


Copythex slashes clerical costs, 
eliminates re-recording errors, speeds 
and simplifies paperwork 


The Bruning Man brings you the flexible, easy to use Copyflex 
one-writing process which ends slow, costly, error-prone clerical 
copying in almost any paperwork operation in your business. 


With Copyfiex you write information only once. Paperwork 
needed to complete any business operation—for order-billing, 
purchasing-receiving, accounting, production control, and in many 
other functions—is quickly and mechanically accomplished with 
Copyflex. Only new or variable data need be added to 

basic information. 


PTET er” 


The Bruning Man can show you how the Copyfiex one-writing 
system can be fitted into your present operations without 
dislocation. You can take the initial step towards possible 
savings of thousands of dollars for your company by 
writing now for “‘Shoricuts to Accounting”. 


(BRUNING ) 
Copyllex 


LOW COST DIAZO COPYING AT ITS BEST! 


| 
i 
} 
{ 


Charles Bruning Co. (Canada) Ltd., Dept. No. CA59-5 
37 Advance Road, 
Toronto 18, Ontario. 


Gentlemen: I would like to have a copy of 


Shortcuts To Accounting. 


POSITION ... 
COMPANY... 


ny 


proceso 
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OBITUARY 


We regret to announce the death of the 
following member: 


MORRIS GOODMAN — Mr. Goodman 
died on March 26 in Montreal at the age 
of 67. He was born in Poland and came 


to Canada in 1898. Admitted to the On- 
tario Institute in 1914, he established a 
practice of his profession in Montreal and 
joined the Quebec Institute in 1924. Since 
1931 he has been in partnership with his 
brother Bernard in the Montreal firm of 
Goodman & Goodman. 





B.C. INSTITUTE 
Vancouver Island C.A. Club: On March 13, 
the Royal Colwood Golf and Country Club 
was the scene of the V.I.C.A. club’s an- 
nual cocktail party which this year was ex- 
tended to include a highly successful dance. 


C.A. Club of Vancouver: Dr. E. D. Mac- 
Phee, Dean of the U.B.C. Faculty of Com- 
merce and Business Administration, deliv- 
ered an address on the future of the fruit- 
growing industry in B.C. at the April 6 
luncheon meeting. 

At the May 4 luncheon meeting, Dr. 
Iser Steiman, former R.C.A.F. medical of- 
ficer, is giving an illustrated talk on his 
visit to various medical centres throughout 
the Soviet Union. 


School Counsellors’ Meeting: The joint 
meeting of school counsellors and members 
in the Greater Vancouver and Lower Fraser 
Valley has developed into a highly successful 
annual affair. This year’s dinner meeting 
was held at the Terminal City Club on 
March 18, with Jack Ewing as chairman 
and T. Howard Dinsley as convener, Roy 
Holmes, senior boys’ counsellor for Kil- 
larney Secondary School, led the discussion 
for the 18 school counsellors attending. The 
B.Com.-C.A. combined course and propos- 
ed Institute scholarships for high school 
students formed major topics of discussion. 


ONTARIO INSTITUTE 
Annual Dinner: 805 members and guests 
attended the largest annual dinner in the 
history of the Institute held in the New 
Canadian Room of the Royal York Hotel. 
J. Douglas Gibson, O.B.E., general manager 


of the Bank of Nova Scotia, spoke on the 


timely subject of “inflation”. In the course 
of the proceedings presided over by the 
president, M. A. Bradshaw, a life member- 
ship certificate was presented to Gordon 
D. Campbell who became a member of the 
Institute in 1909. The medals and prizes 
for the examinations were presented by the 
president, and the members of the largest 
graduating class were welcomed to the din- 
ner as special guests. 


Public Forum: The Institute’s excursion in- 
to this field on March 17 was a decided 
success, the result of having a first-class 
panel and restricting the questions answered 
to the “man-on-the-street” level. Income 
tax problems were discussed by A. J. Little, 
moderator, and panelists W. J. Ayers, C. L. 
King, L. J. Smith and W. G. Thompson, all 
of Toronto. The forum attracted about 
200 people who formed a closely attentive 
audience. Considerable newspaper coverage 
resulted and further publicity will come 
from broadcasts by radio stations through- 
out Ontario of a series of tape recordings 
made during the forum. In view of the 
public response it is fairly certain the In- 
stitute will make an event of this kind a 
regular feature of spring activities. 


Members by Affiliation: The following ap- 
plicants were admitted to membership by 
affiliation on March 13, 1959; Norman Elias 
(Que. 758), Elgin Graham Gork (Man. ’52), 
Alan Samuel Spiro (Eng. ’55). 


Historical Prints: Five reproductions of 
Whitfield prints of Upper Canada cities 
have been painted and hung in the board 
room of the Institute. The original paint- 
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ings were made in the 1850's and the prints 
from which the copies were taken are in the 
John Ross Robertson collection of the To- 
ronto Reference Library. The cities, all of 
which were in “Canada West”, are London, 
Hamilton, Toronto, Kingston and Ottawa. 


Fourth Annual Conference: Arrangements 
have been made to hold the conference on 
June 14-16 at the University of Toronto. 
Residence accommodations will be in Trin- 
ity College on Hoskin Avenue. The large 
meetings will be held in the Museum 
Theatre, and smaller groups will meet in 
the Economics Building, 273 Bloor Street 
West. C. L. King, F.C.A. and his commit- 
tee are working to prepare an interesting 
program of technical sessions. The annual 
meeting of the Institute will be held on 
Monday, June 15, in the Museum Theatre 
at 2:30 p.m. Requests to submit nomina- 
tions for the Council will be sent to all 
members on May 1, and nominations may 


be submitted until May 25. 


Canadian High News: The Career Informa- 
tion Committee arranged an advertisement 
in the “Careers Annual” of Canadian High 
News, a newspaper which is distributed to 
over 100,000 high school pupils and teach- 
ers throughout Canada. The full-page adver- 
tisement, with illustrations, uses the text of 
the booklet “Chartered Accountancy ... a 
key to greater opportunities”, Although the 
advertisement will cost $700 it will reach a 
tremendous number of potential students of 
whom approximately half are in the Prov- 
ince of Ontario. 


ONTARIO STUDENTS 
April Meeting: April 1st was full (no pun 
intended) of surprises at the meeting held 
in the C.A. building for Metro. Toronto 
students. Derek Harris, C.A., a former 
government officer with the Vakaranga tribe 
in Africa, described in a delightful manner 
the accounting modes and the life of these 
primitive people. Question time was bois- 
terously hilarious as students sought the 
answers to some accounting problems which 
can occur_in an economy where a wife is 
a capital asset (subject to depreciation? )! 
Balance of the program centred around re- 
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SMALL RETAIL STORE 
ACCOUNTING 


Practical— 
Authoritative— 


Accurate— 


A new brochure to provide the small 
retailer in Canada with accurate, 
practical studies in the fundamentals 
of financial management and mer- 
chandising. 

Through this brochure members of 
the accounting profession can keep 
their retail store clients in touch with 
modern accounting developments. 
Those who have read it have been 
most enthusiastic. 


Well worth the $1.25 price tag — 
Toronto Globe & Mail. 


This new brochure may help to save 
many retail failures — The Financial 


The Canadian Institute of 
Chartered Accountants 

69 Bloor Street East, 
Toronto 5, Ontario. 


Please send me 

“Small Retail Store Accounting” at 
$1.25 a copy. 

Enclosed is $ 


Name 


Address 








an Underwood 
Samas user 
could make this 
statement: 


Se aE Gs eg lt, kt ia i MR AY ae a @ He 


ALLOWED US TO TAKE ADVANTAGE 
OF A PUNCHED CARD SYSTEM" 


R. E. Oliver, Controller 
Donald Ropes and 
Wire Cloth Limited 

Hamilton 











Donald Ropes and Wire Cloth 
Limited, like many other companies, 
have discovered that the Underwood 
SAMAS Punched Card system pays 
off immediately—and that the initial 
cost is well within their reach. 

Listen to what impresses Mr. Oliver: 


“reliability and fairness of the 
service...” 


“simplicity of operation . . . ease of 
training sta 

*“Comparative low cost of rental and 
supplies” 

“flexibility of equipment” 

“technical assistance given by Under- 
wood SAMAS Methods personnel” 
“we have not added a new person to 
our accounting staff since installing 
your punched | card equipment over 
two years ago” 

This company uses Underwood 
SAMAS equipment mainly for Sales 
Analysis, Payroll Analysis, Accounts 
Receivable, and also for special 
tasks: labels for files, mailing lists, 
overdue account listings and manu- 
facturing operation research. 

This low cost system will save money 
for yourcompany too. Take advantage 
of this no obligation offer: 


Underwood SAMAS offer 
at_no expense or obligation to you: 


1. Underwood’s Punched Card 
Specialists study your business oper- 
ations. 

2. Underwood’s SAMAS Methods 
Division determines your need. 

3. Only then, is a proposal made, 
designed to dovetail into your partic- 
ular requirements. Costs, machines, 
personnel procedures, and expected 
results are submitted to you. You will 
then be able to judge for yourself the 
advantages offered by the Underwood 


The SORTER 
arranges punched 
cards in required 
sequence, 


The printing 
TABULATOR 
reports in 
alphabetical 
and numerical 
form. 


The compact 
high-speed 
KEY PUNCH 
is completely 
flexible. 


SAMAS Punched Card System, and 
Y: The INTERPOLATOR 
come to an accurate decision. performs varied and diverse 
TTI SAMA s card grouping operations. 
Sen PUNCHED CARD 
3 aoe DIVISION 


u n d e rw oO Oo d Head Office: 135 Victoria Street, 


LIMITED Toronto 1, Ontario 


Ask po peony to mail this coupon: 





A Guide for Students 


CHARTERED ACCOUNTANT 
EXAMINATIONS IN CANADA 


Sponsored by the Provincial Institutes’ 
Committee on Education and Examina- 
tions. 


Brings together articles especially 
written to assist students prepar- 
ing for their chartered accountant 
examinations. 


Price 30¢ a Copy 


THe CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor St. E., Toronto 5, Ont. 


INVENTORY CERTIFICATES 
LIABILITY CERTIFICATES 


Blank, per 50 of either $1.00 
Blank, per 100 of either _ $2.00 


Available in English or French 
in blank only 


Postage or Express Collect 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor St. E., Toronto 5, Ont. 
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freshments and a full length musical comedy 
feature film in colour. The evening was 
voted most successful. 


Sports Day: June 4 is sports day for Metro 
Toronto students, with the annual golf and 
tennis rallies to be staged. Golf will be at 
the Aurora Highlands course “just north of 
Toronto” (by real estate advertising stand- 
ards this means within a two hour drive of 
the city limits). Golf fee is $2.00 and there 
is a generous line-up of prizes for both the 
top seeded and the divot diggers. All are 
welcome. ‘Tennis locale is to be arranged. 


Baseball: Over 20 teams are entered and 
the leagues are just getting underway now 
in Toronto. Always popular, the baseball 
season seems to excite even more interest 
now than formerly and we can expect tough 
competition for the play-off spots. William 
Eisenberg & Co. won last year’s tussle and 
will be aiming to preserve their top posi- 
tion, while Glendinning, Campbell, no 
doubt, will be battling to regain their pre- 
vious star-spangled reputation. Fireworks 
may well result! 


Blazer Crests and Lapel Pins: Probably a 
number of the newer students are not aware 
that the association has for sale very at- 
tractive blazer crests and lapel pins incorp- 
orating the coat of arms of the Institute. 
These are sold at cost as a service to mem- 
bers. Student members of the association 
can secure blazer crests for $7.00 and the 
lapel pin for $1.50. Chartered accountants, 
presumed to be more affluent, are asked to 
pay $8.00 for the blazer crest and $2.00 
for the lapel pin. Terms of payment are 
cash with order, and supplies are available 
through the Institute office. 


Annual Meeting: Ballots will be in the mail 
to all Ontario students within the next few 
days. They are to be lodged with the Insti- 
tute when completed and not later than 
noon of May 21. Don’t ignore your respon- 
sibilities — exercise your privilege to vote 
for your favourites. The annual meeting 
will be held starting at 8:00 p.m. on Thurs- 
day, May 21 in the Institute building, 69 
Bloor St. E., Toronto. Business will be kept 
to an absolute minimum, to allow plenty of 
time for the films and refreshments. 
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Some Outstanding Publications from the 


AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 


GUIDES TO SUCCESSFUL U 
ACCOUNTING PRACTICE 
Edited by Bernard B. Isaacson 


Nearly 100 tested procedures and 
methods for setting fees .. billing . . 
staff training . . work organization . . 
client relations .. ete. are included in 
this new book. This material has been 
specially selected from The Journal of 
Accountancy’s Practitioners Forum be- 
cause of its permanent value. It offers 
a wealth of how-to-do-it information on 
more effective and profitable practice 
management. 


CLOTH BOUND $3.50 


LONG-FORM REPORT PRACTICE 


This book, the first work of its kind 
to analyze the reporting practices of a 
large number of accounting firms, 
shows how experienced accountants 
actually handle the various elements 
that make up the long-form report. It 
includes a discussion and analysis of 
the report, examples of typical as well 
as unusual practices, and reproductions 
of five complete reports. 


PAPER BOUND $3.00 


PRACTICAL APPLICATIONS OF 
ACCOUNTING STANDARDS 
by Carman G. Blough 


This book is drawn from ten years 
of Mr. Blough’s published writings in 
The Journal of Accountancy. It brings 
together more than 200 discussions of 
unusual and difficult accounting and 
auditing questions which have been sub- 
mitted to Mr. Blough for his solutions 
and comment. The volume covers a 
wide range of practical problems — 
organized by subject and fully indexed 
for quick reference. 


CLOTH BOUND $6.00 


CPA HANDBOOK 
Edited by Robert L. Kane, Jr. 


This comprehensive work has been 
designed to serve as a complete guide 
to the professional services and man- 
agement of an accounting practice. In 
twenty-five sections — many of them 
illustrated with actual forms, working 
papers, etc. — it covers all of the major 
activities and problems likely to arise 
in the small and medium-sized firm. 


TWO VOLUMES, CLOTH BOUND $12.50 


WRITE FOR FREE 1959 CATALOG OF PUBLICATIONS 


Books and pamphlets sent postage prepaid. 
Please include payment with your order. 


Address orders and inquiries to Department CA 


AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 


270 Madison Avenue 


New York 16, N.Y. 








CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 
Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 


Rates: 
Closing date is 13th 
ACCOUNTING PRACTICE WANTED in 


the Niagara Peninsula. Direct purchase 
preferable. Box 881. 





ACCOUNTING PARTNERSHIP wanted in 
Metropolitan Toronto by outright purchase 
or agreement for succession. Box 883. 





PURCHASE PRACTICE, Individual ac- 
counts, or partnership with sole practitioner 





CENTRALLY LOCATED air conditioned 
office available, furnished or unfurnished, 
with all facilities if desired on office floor 
of modern building. Ideal for a profes- 
sional man. Ste. 1085, 1435 St. Alexander 
St., Montreal. 





ACCOUNTING PRACTICE WANTED in 
Toronto or vicinity by purchase or succes- 
sion agreement. Box 892. 





CHARTERED ACCOUNTANT, age 35, 8 
years in senior capacity in international firm 
since graduation desires supervisory position 
with medium size firm with partnership pros- 
pects. First class administrator — highest 
references. Box 889. 





AVAILABLE: Chartered accountant, recent 
graduate with national firm, desires position 
in industry. Box 879. 





OPPORTUNITY in Eastern Ontario for 
chartered accountant who wants to estab- 
lish own practice. Box 880. 





of preceding month. 





C.A. AVAILABLE: Intelligent, energetic, 
chartered accountant, recent graduate, de- 
sires position, leading to partnership or 
succession, with small or medium account- 
ing firm in Montreal. Box 882. 





CHARTERED ACCOUNTANT with exten- 
sive professional and commercial experience 
wishing to re-locate Pacific Coast will buy 
inte established practice in Vancouver by 
partnership or succession agreement. All 
offers will be treated in strictest confidence. 
Box 884, 





CHARTERED ACCOUNTANT, age 27, de- 
sires position with industrial or commer- 
cial concern. Taxation experience. Avail- 
able immediately. Box 885. 





CHARTERED ACCOUNTANT AVAIL- 
ABLE: 1956 graduate, Commerce degree, 
R.I.A., interested in permanent position 
with industrial concern. Box 887. 


CHARTERED ACCOUNTANT, age 28, 
with diversified professional experience in 
eastern and central Canada since qualifica- 
tion, desires association with small C.A. 
firm, with partnership prospects. Box 886. 


YOUNG CHARTERED ACCOUNTANT, 
B.Com., single, seeks interesting position 
outside Canada. Box 888. 


CHARTERED ACCOUNTANT, B.Com. 
degree, broad professional insurance, muni- 
cipal, and taxation experience requires po- 
sition. Box 891. 
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Canada’s Fit Bank 


WORKING WITH CANADIANS SINCE 1817 






The B of M was first to appoint 
a Canadian banking agent in the 
United States, for the develop- 
ment of trade across the border. 
That was in 1818, in New York. 


BANK OF 


MONTREAL 


§ oO 000 LIFE INSURANCE 
a (20-year reducing 
convertible term 
insurance) 
ANNUAL PREMIUMS 
$119.90 Age 40 $222.45 
158.20 Age 45 


REUBEN SCHAFER insurance service 


269 Falstaff Ave., Toronto, CH. 4-3123 Representing Occidental Life 


THE CANADIAN CHARTERED ACCOUNTANT 


Yearly subscription $6.00 
Three-year subscription $15.00 


“A single article has often been worth many times the 
price of a subscription” 


69 Bloor Street East Toronto 5, Ontario 
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BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 
Barristers and Solicitors 


Roy Building vi oo Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 


| Barristers and Solicitors 


302 Bay Street’ - - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 
Royal Bank Building - : - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - . - . - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


. 236 Albert Street - - - Regina, Sask. 
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LIFE INSURANCE 


NORMAN COWAN C.L.U. 
Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA 11 Adelaide St. W., Toronto 


ESTATE PLANNING ASSOCIATES 
E. L. ARCHER D. Brarnerp CARLYLE 


Licensed to North American Life Assurance Company 
SUITE 510, STERLING TOWER BLDG., TORONTO EM. 4-0241 


APPRAISERS 


W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 
SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 


W. H. Bosrry, O.B.E., F.R.I., Hon. Mem. R.I.C.S., M.A.I. 
Morray Bosrey, B. Comm., F.R.I. Raymonp Bostery, C.P.M., F.R.I. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 


347 BAY ST., TORONTO, ONT. EM. 3-2023 
J. I. Stewart, M.Como., M.A.I., A.A.C.I. G. I. M. Younc, B.Sc., A.R.I.C.S., M.A.I. 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


372 BAY STREET, TORONTO EM. 8-2316 


R. S. CHAFFE A. D. MacKenzr, P.Enc., M.A.I. L. W. Ray, P.ENc. 
K. Jounston, A.R.I.C.S, 
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PARE EENN AZT RATIOS TN, ye RI “ eee 


Specializing in 
Professional 


Group 


Continental Accident and 
Casualty | Sickness 
Com pany INSURANCE 


Ross D. HEIns 
Vice-President and 61 Years of successful underwriting 
Canadian General Manager Claims paid exceed one billion 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 


Canada Cement 
Company Limited...is 


Canada's largest producer of Portland 
cement and an important growth factor 
in our rapidly expanding construction 
industry. 


Our review is available upon request. 


LIMITED 


Members: Toronto Stock Exchange 
Canadian Stock Exchange 
Winnipeg Grain Exchange 


© Burns Bros. & Company 
& 


44 King Street West, Montreal 
Toronto Ottawa 
EMpire 2-5811 Hamilton 





THE 


estate tax 


The 1500-page CCH Canapian Succession Duties 
REPORTER reproduces and comments extensively 
upon the new Estate Tax Act, the Dominion Succes- 
sion Duty Act (still operative for estates of persons 
who died before 1959), the Gift Tax and the Ontario 
and Quebec Succession Duties Acts. 


Monthly reports keep this loose leaf REPORTER 
up to date on regulations, decisions and changes in 


the law texts. 


Up to date stock transfer information on Canadian 
and U.S. stocks is an exclusive feature of this popular 


CCH Reporter. 


The Estate Tax Act — Gift Tax 
The Dominion Succession Duty Act 
The Ontario Succession Duty Act 
The Quebec Succession Duties Act 
Stock Transfer Requirements 
Stock Transfer Directory 


Full text reporting of pertinent court decisions 


ONE LOOSE LEAF VOLUME — TOPICALLY AND CUMULATIVELY INDEXED 
$30 PER YEAR FOR TWO YEARS $32 FOR ONE YEAR 


No Installation Charge 


WMO NEE MMA NAAN 


PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 132 St. James St. W. 
TORONTO 19, ONT. MONTREAL 1, QUE. 
RU 3-3335 VI 9-6954 








